LSS

RE. 1
N et

HMﬁﬁﬁAnnualReport
2006

PROCESSED

MAY 0 12007
THOMSON

% FINANCIAL




Company Overview

First Solar manufactures solar modules with an advanced thin film semiconductor process that
significantly lowers solar electricity costs. By enabling clean renewable electricity at affordable
prices, First Solar provides an economic alternative to peak conventional electricity and the related
fossil fuel dependence, greenhouse gas emissions and peak time grid constraints. First Solar was
founded in 1999 to commercialize its process for manufacturing cost effective photovoltaic (PV)
modules. In 2003, the Company began production of its solar modules for commercial applications,
and by the end of 2004, completed the qualification of its base module production plant. In 2005,
First Solar initiated plans to replicate its base module production plant in order to meet demand
for its products. In 2006, the base plant expansion was completed and construction began on

a new manufacturing facility in Germany. The German plant will more than double First Solar’s
manufacturing and will leverage its "Copy Smart” replication technology. First Solar became a
public company on November 17, 2006. First Solar’s objective is to use its advanced thin film
module technology and manufacturing capabilities to enable cost effective solar efectricity to be
deployed throughout the world.
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Dear Shareholders,

During 2006 we reached a number of major
milestones that sclidified our position as the
industry's cost leader and created a platform for
continued growth:

@ We tripled our annual production volume to
60 mega-Watts (MW), and achieved an annual
run rate of nearly 100MW during the fourth
quarter with production totaling 24.7MW.

@ Our annual revenue grew threefold to $135
million, driven by the additional production
volume and continued strong market demand
for our products. We eniered into leng term
contracts with selected customers, which,
after recent modifications, total approximately
1.5 giga-Watts (GW) between 2007 and 2012
and equate to $3.0 billion of sales volume at
an assumed exchange rate of $1.30 per Euro.
These contracts, and cur relationships with
our core customers, established First Solar as a
market leader in large scale photovoltaic {(PV)
systems and provide us with multi-year demand
visibility that has enabled us to continue to
aggressively expand our production capacity.

@ We continued our relentless quest towards
lowering our production costs. In the
fourth quarter of 2006, we reached steady
state production at our Ohio facility with
manufacturing costs of §1.25 per Watt,
providing strong evidence of First Solar’s cost
leadership in this rapidly expanding industry.

@ Gross margins reached 48.6% in the fourth
quarter and 40.2% for the year 2006. Our
ability to be the industry price leader while
maintaining industry-leading gross margins
demonstrates the strength of our competitive
cost advantage.

@ We also became a profitable company in 2006
and posted neiincome of $4.0 million for the
year compared to a nat loss of $6.5 millian

in 2005. Our ability to achieve net incorne at

a relatively low production level and while
incurring significant expenses to support our
growth, become a public company and start up
a new plant in Germany reflects the operating
leverage of our business model and the
discipline and focus of our organization

Rote .ahne, 6MW

We benefited in 2006, and expect to continua

to benefit in 2007, from strong market demand

for phetovoltaic products. Policy makers in

growing numbers are recognizing the severe
environmental, economic and social consequences
of “business as usual” energy policies, and the

role that photovoltaics will play in the emerging
global electricity infrastructure of the future. This
awareness has translated into an increasing number
of subsidy programs designed to incentivize
consumer demand for photovoltaics. For First Solar,
the increased demand presents an opportunity to
achieve economies of scale, accelerate learning and
improvement cycles and increase purchasing power
across our bill of materials, all of which are integral
to our continuing cost reduction efforis.




First Solar is grateful for its success tc date. However, to expand sales into

we believe the key to building significant long the U.S.in 2007 with
term value, and the reason the company exists, is new U.5. customers.
to reduce solar electricity prices to levels that are We anticipate that

the added customers
and expanded markets
will enable further
production capacity
expansion in the

sufficient to stimulate consumer demand without
the need for financial subsidies. We have set a mid-
term (2010-2012) goal of reducing module costs to
levels that will make solar retail electricity prices

competitive with conventional alternatives, and we future and reduce our

are executing with a sense of urgency to build upon dependence upon the

our success in 2006 in order to achieve this goal. The German EEG program,

key initiatives we are executing in 2007 include: which has incentivized

the vast majority of our

@ Rapid capacity expansion through our plant sales to date.
replication process. We completed the
construction of our 100MW nameplate production @® Continued
facility in Frankfurt-Oder, Germany in late 2006 manufacturing cost First Solar
and are currently in the process of qualifying reductions enabled by Series 2 Module
the production lines and product in anticipation higher line threughput,
of commercial shipments in the second half of increased module conversion efficiency,
2007. In addition, we recently broke ground on a improved economies of scale and expanding
100MW nameplate production facility in Malaysia, our manufacturing capacity in low cost
which we intend to consiruct over the balance of manufacturing locations.
2007.

) . We are able to tackle this aggressive agenda
@ Market expansion, both geographically and by only because of the enormous dedication and
rr;larkethseglment.t\)/\fehhavg expanded into sz:jm talent of our associates at all levels and across
through sales 10 both existing cUSTOMErs and NeW ) r,netions in the organization, market leading
Spanish customers. In adgition, we are preparing .
customers with whom we have developed

-~
I'd

enjoyable and mutualiy rewarding relationships,
a strong group of supportive investors and

an engaged and capable board of directors.

QOur sincere thanks goes te them for the
commitments they have made to our collective
-'-{ 5UCCEess.

Y

sy

Sincerely,

Michael J. Ahearn

Chairman & Chief Executive Officer

Dimbach, 1.3 MW
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Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and
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Indicate by check mark if disclosure of delmqucnt filers pursuant to Item 405 of Reguiation S-K is not contained herem and ‘will not
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DOCUMENTS INCORPORATED BY REFERENCE
The information required by Part III of this Annual Report on Form 10-K, to the extent not set forth herein, is incorporated by
reference from the registrant’s definitive proxy statement relating to the Annual Meeting of Shareholders to be held in 2007, which will
be filed with the Securities and Exchange Commission within 120 days after the end of the fiscal year to which this Annual Report on
Form 10-K relates.
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

‘This Annuat Report on Form 10-K contains forward-tooking statements within the meaning of the Securities
Exchange Act of 1934 and the Securities Act of 1933, which are subject to risks, uncertainties and assumptions that
are difficult to predict. All statements in this Annual Report on Form 10-K, other than statements of historical fact,
are forward-looking statements. These forward-looking statements are made pursuant to safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. The forward-looking statements include statements, among
other things, concerning our business strategy, including anticipated trends and developments in and management
plans for, our business and the markets in which we operate; future financial results, operating results, revenues,
gross margin, operating expenses, products, projected costs and capital expenditures; research and development
programs; sales and marketing initiatives; and competition. In some cases, you can identify these statements by
forward-looking words, such as “estimate”, “expect”, “anticipate”, “project”, “plan”, “intend”, “believe”, “fore-
cast”, “foresee”, “likely”, “may”, “should”, “goal”, “target”, “might”, “will”, “could”, “predict” and “continue”,
the negative or plural of these words and other comparable terminology. The forward-looking statements are only
predictions based on our current expectations and our projections about future events. All forward-looking
statements included in this Annual Report on Form 10-K are based upon information available to us as of the
filing date of this Annual Report on Form 10-K. You should not place undue reliance on these forward-looking
statements. We undertake no obligation to update any of these forward-looking statements for any reason. These
forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause our
actual results, levels of activity, performance, or achievements to differ materially from those expressed or implied
by these statements. These factors include the matters discussed in the section entitled “Item 1 A: Risk Factors” and
elsewhere in this Form 10-K. You should carefully consider the risks and uncertainties described under this section.

PART 1

Item 1: Business :

We design and manufacture solar modules using a proprietary thin film semiconductor technology that has
allowed us to reduce our average solar module manufacturing costs to among the lowest in the world. In 2006, our
average manufacturing costs were $1.40 per watt, which we believe is significantly less than those of traditional
crystalline silicon solar module manufacturers. By continuing to expand production and improve our technology
and manufacturing process, we believe that we can further reduce our manufacturing costs per watt and improve our
cost advantage over traditional crystalline silicon solar module manufacturers.

We manufacture our solar modules on high-throughput production lines and perform all manufacturing steps
ourselves in an automated, continuous process. Qur solar modules employ a thin layer of cadmium telluride
semiconductor material to convert sunlight into electricity. We are the first company to integrate non-silicon thin
film technology into high volume low-cost production. In less than three hours, we transform an inexpensive
2ft X 4ft (60cm X 120cm) sheet of glass into a complete solar module, using approximately 1% of the semicon-
ductor material used to produce crystalline silicon solar modules. Our manufacturing process eliminates the
multiple supply chain operators and expensive and time consuming batch processing steps that are used to produce a
crystalline silicon solar module. Producing low cost solar modules without crystalline silicon has allowed us to
grow rapidly to meet market demand during a period of time when silicon feedstock supply shortages and price
volatility are limiting the growth of many of our competitors.

Our net sales grew from $13.5 million in 2004 to $135.0 million in 2006. Strong market demand, a positive
customer response to our solar modules and our ability to expand production without raw material constraints
present us with the opportunity to expand sales rapidly and increase market share. During 2006, we entered into
long-term solar module supply contracts (the “Long Term Supply Contracts”) with six European project developers
and system integrators, which initially allowed for approximately €1.2 billion ($1.6 billion at an assumed
exchanged rate of $1.30/€1.00) in sales from 2006 to 2011 for the manufacture and sale of a total of 795 MW
of solar modules. In December 2006, we exercised our option under each of our Long Term Supply Contracts to
increase the sales volumes and extend each contract through 2012. We also amended the contracts with four of our
customers in January 2007 to further increase the sales volumes over the duration of each contract. As a result of the’
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option exercises and amendments as of January 9, 2007, our long term supply contracts allowed for approximately '
€2.3 billion ($3.0 billion at an assumed exchange rate of $1.30/€1.00) in sales from 2006 to 2012 for the
manufacture ind sale of a total of 1,554MW of sclar modules, of which S0MW was s‘old_in 2006. The information in
this paragraph is designed to summarizé the finaricial terms of the Long Term Supply Contracts and is not intended
o provrde guidance about our future operatmg results, including revenues or proﬁtablllty e :

In order to satisfy our contractual requirements and address additional ma.rket demand we are in the process of
expanding our manufacturing name plate capacity to 175MW annually by the second half of 2007, In August 2006
we completed our Ohio expansion, adding two 25MW production lines to our existing 25SMW base plant. We
describe our, production capacity with a “nameplate” rating which means minimum expected annual production,
Currently, we assign each production line a 25 MW nameplate rating. In reality, we expect actual annual productron
per line to exceed 25 MW over time as a result of continuous improvement in module throughput and watts per
module (or conversion efficiency). With the completion of our Ohio expansion, we have an annual manufacturing
capacity of 7SMW and are the largest thin film solar manufacturer in the world. We are also building a four line
100MW plant in Germany. After our German plant reaches full capacity, which we expect to occur during the
second half, of 2007, we will have an annual manufacturing capacity of 175MW. On January 25, 2007, we
announced that we will begin building a 100MW plant in Malaysia that is scheduled to begin production in the
second half of 2008. When the Malaysian plant is completed, we expect to have annual manufacturing capacity of
275 MW. To complete each new production line, we will continue to use a systematic replication process that is
designed to enable.us to add production lines rapidly and efficiently and achieve operating metrics in new plants that
are comparable to the performance of our base plant. . ) -

L}

el ' 1

Prodpcts
Solar Modules

Each solar module is approximately 2ft X 4ft (60cm X 120cm) and had an average rated power of approx-
imately 64 watts for 2006. Our solar module is a single-junction polycrystalline thin film structure that employs,
cadmium telluride as the absorption layer and cadmium sulfide as the window layer. Cadmium telluride has
absorptron propertles that are highly matched to the solar spectrum and‘has the potential to deliver competmve
conversion efficiencies with approximately 1% of the semiconductor material used by traditional crystalline silicon
solar modules. Our thin film technology also has relatively high energy performance in’ low lrght and hrgh
temperature énvironments compared to tradluona] crystalline silicon solar modules RN -

. o o
Certifications * Tt

We have participated, or are currently participating, in laboratory and field tests with the Natiorial Rene'wable
Energy Laboralory, the Arizona State University Photovoltaic Testing Laboratory, the Fraunhofer Institute for Sélaf’
Energy, TUV Immissionsschutz und Energiesysteme GmbH and the Institute fiir Solar Energleversorgungstechmk'
Currently, we have approximately 10,000 solai modules installed worldwide at test sites designed to collect ‘data for
field performance validation. Using data logging equipment, we also monitor approximately "172,000 solar
modules, representing approximately 10MW of installed photovoltaic systéms, in use by the'end-users: that have
purchased systems using our solar modules. The modules in these monitored systems represent approx1mately 10%
of all solar’ modules shipped by us from 2002 through 2006. : e

A [ v

We maintain all cemﬁcauons required to sell solar modules in the, markets we. serve or, expect to serve,
mcludmg UL 1703, IEC 61646 TUV Safety Class II and CE.

Solar Module Warranty ‘ '
[ - . ME

- We provide a limited warranty to the owner of our solar modules for five years followmg dellvery for defects in’
matenals and workmanship under normal use and service conditions. We also warrant to the owner of our solar
modules that solar modules installed in accordance with agreed-upon specifications will produce at least _?O% of
their power output rating during the first 10 years following their installation and at least 80% of their power output
rating during the following 15 years. In resolving clatims under both the defects and power output warranties, we
have the option of either repairing or replacing the covered solar module or, under the;power output warranty,,
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providing additional solar. modules to remedy the power shortfall. Qur warranties may be transferred from the
original purchaser of our solar modules to a subsequent purchaser ‘As of December 30, 2006, our accrued warranty
expense was $2.8 million. :

Recycling Program

We believe we are the first company in the photovoltaic industry to implement a reclamation and recycling
program for our solar modules that will provide full product life cycle stewardship. Under the Long Term Supply
Contracts and other customer contracts that we enter into with project developer and system integrator customers,
we agree to enter into a solar module reclamation and recycling agreement with'each end-user and our customers
agree to transfer the solar module reclamation and recycling agreement to the end-user'and provide us with contact
information for each end-user. If our customers resell our solar rodules, we enter into the solar module reclamation
and recycling agreement directly with the end-user. '

End-users can return their solar modules to us for reciamation and recycling at no cost at any time. We pre-fund
the estimated recycling cost at the time of sale, assuming for this purpose a service life of approximately 20 years for
our solar modules. In addition to achieving substantial environmental benefits, our solar module recycling program
may provide us the opportumty to Tecover certain raw materials and components for reuse in our manufacturing
process. !

Customers

During 2006, we entered into Long Term Supply Contracts with-our six principal customers for the
manufacture and sale of solar modules. These customers are Blitzstrom GmbH, C_(mergy AG, Gehrlicher
Umweltschonende Energiesysteme GmbH, Juwi Solar GmbH, Phonix Sonnenstrom AG and Reinecke + Pohl
Sun Energy AG. These customers are project developers and system integrators and are headquartered in Germany.
The contracts initially allowed for approximately €1.2 billion ($1.6 billion at an assumed exchanged rate of
$1.30/€1.00 in effect as of December 30, 2006) in sales from 2006 to 2011 for the manufacture and sale of a total of
795 MW of solar modules. In December 2006, we exercised our option under each of our Long Term Supply
Contracts to increase the sales volumes and extend each contract through 2012. We also amended the contracts with
four of our customers in January 2007 to further increase the sales volumes over the duration of each contract. As a
result of the option exercises and amendments as of January 9, 2007, our long term supply contracts allowed for

.approximately €2.3 billion ($3.0 billion at an assumed exchange rate of $1.30/€1.00) in sales from 2006 to 2012 for

the manufacture and sale of a total of 1,554MW of solar modules, of which S0MW was sold in 2006. The
information in this paragraph is intended to summarize the financial terms of the Long Term Supply Contracts and is
not intended to provide guidance about our future operating results, including revenues or profitability.

In 2005 and 2006, our principal customers were Blitzstrom GmbH, Cquérgy AG, Gehrlicher Umweltscho-
nende Energiesystem GmbH, Juwi Solar GmbH, Phonix Sonnenstrom AG and Reinecke + Pohl Sun Energy AG.
During 2006, five of our customers each accounted for between 16% to 19% of our net sales; all other customers
individually accounted for less than 10% of our net sales. The loss of any of our major customers could have an
adverse effect on our business. As we expand our manufacturing capacity, we anticipate developing additional
customer relationships in Germany and in other markets and regions, which will reduce our customer and
geographic concentration and dependence,

Our customers sell turnkey solar systems to end-users that include owners of land designated as former
agricultural land, waste land or conversion land individual owners of agricultural buildings, owners of commercial
warehouses, offices and industriat buildings, publlc agencies and municipal government ‘authorities that own
buildings suitable for solar system deployment and financial investors that desire to own large scale solar projects.

* v : .
Manufacturing . - SR .. : i
Manufacturing Process

We have integrated our manufacturing processes into a single production line with the following three stages:

the “deposition” stage; the “cell definition™ stage; and the “assembly and test” stage. Except for operators
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performing quality control .and monitoring functions, the only stage requiring manua} processing is the final
assembly and test stage. As a result of our automated production process, we employ 20 people per production line
for each of our four shifts, or a total of 80 people per production line for 24 hours per day, seven days per week
production.

The deposition process begins with the robotic loading of 2ft X 4ft (60cm X 120cm) panels of low-cost tin
oxide-coated soda lime glass on to the production line where they are cleaned and chamfered to produce the strong,
defect free edges necessary for subsequent processing steps. Following cleaning, the glass panels move automat-
ically into a vacuum chamber where they are heated to near the softening point and coated with a layer of cadmium
sulfide followed by a layer of cadmium telluride using our proprietary vapor transport deposition technology. Each
layer takes less than 45 seconds to deposit and uses approximately 1% of the semiconductor material used in
crystalline silicon solar modules. Qur ability to deposit the semiconductor materials quickly and uniformly is
critical to producing low cost, high quality solar modules. Next, we cool the semiconductor-coated plate rapidly to
increase its strength. The deposition stage concludes with a re-crystallization step that reduces defects within the
crystals and minimizes the recombination that occurs between grain boundaries.

In our cell definition stage, we use a series of lasers to transform the large single semiconductor-coated plate
into a series of interconnected cells that deliver the desired current and voltage output. Our proprietary laser scribing
technology is capable of accomplishing accurate and complex scribes at high speeds. :

Finally, in the assembly and test stage, we apply busbars, EVA (Ethyl Vinyl Acetate) laminate, a rear glass
cover sheet and termination wires, seal the joint box and subject each solar module to a solar simulator and current
leakage tests. The final assembly stage is the only stage in our production line that requires manual processing.

All of our solar modules are produced at our Perrysburg, Ohio facility, which has received both an
ISO 9001:2000 quality system certification and ISO:14001 environmental system certification.

Manufacturing Capacity Expansion

We are in the process of expanding our name plate manufacturing capacity to 175MW by the end of 2007. In
August 2006, we completed our Ohic expansion by adding two 25MW production lines to our existing 25MW base
plant, which increased our annual manufacturing capacity to 75MW. We are aiso building a four lire 100MW
manufacturing plant in Germany. After our German plant reaches full capacity, which we expect to occur by the end
of 2007, we will have an annual manufacturing capacity of 17SMW. On January 24, 2007 we entered into a land
lease for a site in the Kulim Hi-Tech Park in the State of Kadah, Malaysia that can accommodate up to two 100MW
plants and includes an option exercisable over 6 years for an adjacent land site that could accommodate up to
another eight lines and we expect construction of the 100MW Malaysia plant to begin in the second quarter of 2007.
To complete each new production line, we plan to use a systematic replication process designed to enable us to add
production lines rapidly and efficiently and achieve operating metrics in new plants that are comparable to the
performance of our base plant.

Raw Materials

Our manufacturing process uses approximately twenty raw materials to construct a complete solar module, Of
those raw materials, the following nine are critical to our manufacturing process: TCO coated front glass, cadmium
sulfide, cadmium telluride, photo resist, EVA laminate, tempered back glass, cord plate/cord plate cap, lead wire
(UL and TUV) and solar connectors. Before we use these materials in our manufacturing process, a supplier must
undergo a qualification process that can last from one to twelve months depending on the type of raw material.
Although we continually evaluate new suppliers and currently are qualifying several new suppliers, most of our
critical materials are supplied by only one or two sources.

The most critical raw material in our production process is cadmium telluride. Presently, we purchase all of ou:r
cadmium telluride in compounded form from one manufacturer. We have a three year written contract with one of
our suppliers, that provides for quarterly price adjustments based on the cost of tellurium. As other suppliers
become qualified, we will purchase cadmium telluride from our other supplier under quarterly purchase orders. We
acquire the remainder of our raw materials under quarterly purchase orders, at prices based on annual volumes.
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Because the sales prices in our Long Term Supply Contracts with our customers do not adjust for raw material price
increases and these contracts are for a longer term than our raw material supply contracts, we may be unable to pass
on any increases in the cost of our raw materials to these customers.

Research, Development and Engineering : B

We continue to devote a substantial amount of resources to research and development with the objective of
lowering the per watt cost of solar electricity generated by photovoltaic systems using our solar modules to a level
that competes on a non-subsidized basis with the price of retail electricity in key markets in the United States,
Europe and Asia by 2010. To reduce the per watt cost of electricity generated by photovoltaic systems using our
solar modules, we focus our research and developmént_ on the following areas:

« Increase the conversion efficiency of our solar modules. 'We believe the most promising ways of increasing
the conversion efficiency of our solar modules are maximizing the number of photons that reach the
absorption layer of the semiconductor material so that they can be converted into electrons, maximizing the
number of electrons that reach the surface of the cadmium telluride and minimizing the electrical losses
between the semiconductor layer and the back metal conductor. We have already developed small-scale
solar cells using our technology with conversion efficiencies as high as 14.5%, compared to our module’s
average conversion efficiency of approximately 9.5% achieved in full production during 2006.

We believe that our ability to achieve higher module efficiencies is primarily a function of transferring
technology that we have demonstrated in the laboratory and in pilot production into high-throughput medule
production by making incremental improvements to the solar module and the manufacturing process. Qur
process development activities encompass laboratory level research and development, device modeling,
process optimization and the qualification of process improvements in high-throughput production. During
2007, we plan to add more equipment for further process developments at our Perrysburg, Ohio facility. In
addition, we reserve a portion of the production capacity of our base plant to conduct structured experiments
related to our process development.

» System optimization. We also are working to reduce the cost and optimize the effectiveness of the other
components in a photovoltaic system. We maintain a substantial effort to collect and analyze actual field
performance data from photovoltaic systems that use our modules. We collect “real time” data from internal
test sites comprising approximately 10,000 modules installed in varying climates and applications. We also
monitor approximately 172,000 solar modules, representing approximately 10MW of installed photovoltaic
systems, in use by the end-users that have purchased photovoltaic systems using our modules. We use the
data collected from these sources to correlate field performance to various manufacturing and laboratory

- level metrics, identify opportunities for module and process improvement and improve the performance of
systems that use our modules. In addition, we use this data to enhance predictive models and simulations for
the end-users,

We intend to qualify process and product improvements for full production on our Ohio expansion production
lines and then integrate them into our other production lines. Our scientists and engineers will collaborate across all
manufacturing plants to drive improvement. We intend to implement, validate and qualify such improvements at the
Ohio expansion before we deploy them to all of our production lines. We believe that this systematic approach to
research and development will provide continuous improvements and ensure uniform adoption across our
production lines.

We maintain active collaborations with the National Renéwable Energy Laboratory (a division of the
U.S. Department of Energy), Brookhaven National Laboratory and several universities. Since 2004, we have
invested in excess of $12.7 million into our research and development expenses and received $2.8 million of grant
funding. ’ ) ’ -

- Sales and Marketing

We launched the marketing and sale of our solar modules in Germany in 2003 because Germany has attractive
feed-in tariffs, a high forecasted growth rate for renewable energy and market segments that we believe are well
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served by our preduct. Since 2003, our focus has remained on grid-connected ground or roof mounted photovoltaic
systems in Germany because,'similar to other solar module manufacturers, we currently cannot compete with
conventional sources of electricity on a cost basis unless end-users receive government subsidies. While our goal is
to reduce the cost of solar electricity to levels that can compete with fossil fuels and other conventional sources of
electricity, we believe that most of our distribution in the immediate future will be for use in grid-connected
photovoltaic sysiems with some _form of government subsidies.

voF - h P .

Government Subsidies

Countries in Burope, Canada and Asm and several states in the United States have adopted a variety of
government subsidies to allow renewable sources of electricity to compete with conventional sources of electricity,
such as fossil fuels, Government subsidies and incentives generally focus on grid-connected systerns and take
several forms, including f_eed-in. tariffs, net metering programs, renewable portfolio standards, rebates, tax
incentives and low interest loans. :

Under a feed-in tariff subs:dy, the govemment sets prices that regulated utilities are required to pay for
renewable electricity generated by end-users. The prices are set above market rates and may differ based on system
size or application. Net metering programs enable end-users to sell excess solar electricity to their local utility in
exchange for a credit against their utility bills, Net metering allows end-users to get “full value” for the electricity .
generated by renewable sources, rather than receiving a less desirable rate. The policies governing net metering vary
by state and utility; some utilities pay the end-user upfront, while others credit the end-user’s bill. Net metering is
currently offered in 40 states and the District of Columbia. Under a renewable portfolio standard, the government
requires regulated utilities to supply a portion of their total electricity in the form of renewable electricity. Some
programs further specify that a portion of the renewable-energy quota must be from solar electricity.

Tax incentive programs exist in the United States at both the federal and state level and can take the form of
investment tax credits, accelerated deprecnauon and property tax exemptions. Several governments also facilitate
low interest loans for photovoltaic systems, either through direct lending, credit enhancement, or other programs.

Regulations and policies relating to electricity pricing and interconnection also encourage distributive
generation with photovoltaic systems. Photovoltaic systems generate most of their electricity during the afternoon
hours when the demand for and cost of electricity is highest. As a result, electricity generated by photovoltaic
systems mainly competes with expensive peak hour electricity, rather than the less expensive average price of
electricity. Modifications to the peak hour pricing policies of utilities, such as to a flat rate, would require
photovoltaic systems to achieve lower prices in order to compete with the price of electricity. In addition,
interconnection policies often enable the owner of a photovoltaic system to feed solar electricity into the power grid
without interconnection costs or standby fees.

Environmental Matters

Our operations include the use, handling, storage, transportation, generation and disposal of hazardous
materials. We are subject to various federal, state, local and foreign laws and regulations relating to the protection of
the environment, including those governing the discharge of pollutants into the air and water, the use, management
and disposal of hazardous materials and wastes, occupational health and safety and the cleanup of contaminated
sites. Therefore, we could incur substantial costs, including cleanup costs, fines and civil or criminal sanctions and
costs arising from third party property damage or personal injury claims, as a result of violations of or liabilities
under environmental laws or non-compliance with environmental permits required at our facilities. We believe we
are currently in substantial compliance with applicable environmental requirements and do not expect to incur
material capital expenditures for environmental controls in this or the succeeding fiscal year. However, future
developments such as more aggressive enforcement policies, the implementation of new, more stringent laws and
regulations, or the discovery of unknown environmental conditions may require expenditures that could have a
material adverse effect on our business, results of operations and/or financial condition. See Item 1A: Risk
Factors — “‘Environmental obligations and liabilities could have a substantlal negative impact on our financial -
condition, cash flows and rprofitability”.




Competition D S '

The solar energy and renewable energy industries are both highly, competitive and continually evolvmg as
participants strive to distinguish themselves within their markets and compete within the larger electric power
industry. Within the renewable energy industry, we believe that our main sources of competition are crystalline
silicon solar module manufacturers, other thin film solar module manufacturers and companies developing solar
thermal and concentrated photovoltaic technologies. Among photovoltaic module and cell manufacturers, the
principal methods of competition are price per watt, production capacity, conversion efﬁc1ency and reliability."We
believe that we compete favorably with respect to these factors. ' s

At the end of 2006, the global photovoltaic industry consisted of over 100 manufacturers of photovoltaic cells
and solar modules Within the PV industry, we face competition from crystalline silicon photovoltaic cell and solar
module manufacturers, including BP Solar, Evergreen Solar, Kyocera, Motech Q-Cells, Rengwable Energy
Corporation, Sanyo, Schott Solar, Sharp, SolarWorld, Sunpower and Suntech. We also face competition from
thin film solar module manufacturers, including Antec, Kaneka, Mitsubishi Heavy Industries, Shell Solar and
United Solar. Finally, our solar module comes in one size measuring 2ft X 4ft (60cm X 120cm). ‘In contrast, some
of our thin film competitors have developed solar products that can be tailored to a customer’s specifications.

In addition, we expect to compete with future entrants to the photovoltalc industry that offer new technologlcal
solutlons We may also 'face competition from’ semlconductor manufacturers and semiconductor equipment
manufacturers or their customers, several of which have already announced their intention lo start production
of photovoltaic cells, solar modules, or turnkey productlon lines. Some of our competltors are larger and have
greater financial resources, larger production capacities and greater brand name recognition than we do and may, as
a result, be better positioned to adapt to changes in the industry or the economy as a whole. One of our customers,
Conergy AG, commenced construction of a plant in Germany that will manufacture traditional crystalline silicope
photovoltaic solar cells and modules.

.

In addition to manufacturers of PV cells and solar modulés, we face competition from companie's developing
solar thermal and concentrated PV technologies.

Intellectual Property .

[ . . +

Qur success depends, in part, on our ability to maintain and protect our proprietary technology and to conduct
our business without infringing on the proprietary rights of others. We rely primarily on a combination of patents,
trademarks and trade secrets, as well as employee and third party confidentiality agreements to safeguard our
intellectual property. As of December 30, 2006, in the United States we held 26 patents, which will expire at various
times between 2007 and 2023 and had 18 patent applications pending. We also held 16 patents and had-37 patent
applications pending in foreign jurisdictions. Our patent applications and any future patent applications, might not
result in a patent being issued with the scope of the claims we seek, or at all and any patents we may receive may be
challenged, invalidated, or declared unenforceable. We continually assess appropriate occasions for seeking patent
protection for those aspects of our technology, designs and methodologies and processes that we believe provide
significant competitive advantages. A majority of our patents relate to our vapor transport deposition process in
which semiconductor material is deposited on glass substrates and our laser scribing process of transforming a large
semlconductor coated plate into a senes of mterconnected cells. :

., As of December 30, 2006, we held 2 -trademarks, “First Solar* and “Flrst Solar and De51gn in the
United States. We have also registered our “First Solar and Design” mark in China, Japan and the European
Union and we are seeking registration in India. - e

4

, With respect to, among other things, proprietary know-how that is not patentable and processes for which
patents are difficult to enforce, we rely on trade secret protection and confidentiality agreements to safeguard our
interests. We believe that many elements of our photovoltaic manufacturing process involve proprietary know-how,
technotogy, or data that are not covered by patents or patent applications, including technical processes, equipment
designs, algorithms and procedures. We have taken security measures to protect these elements. All of our research
and development personnel have entered into confidentiality and proprietary information agreements with us.
These agreements address intellectual property protection issues and require our employees to assign to us all of the
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inventions, designs and technologies they develop during the course of employment with us. We also require our |
customers and business partners to enter into confidentiality agreements before we disclose any sensmve aspects of
our solar cells, technology, or business plans.

We have not been subject to any material intellectual property claims,

Employees

As of December 30, 2006, we had 723 employees, including 545 in manufacturing and the rest in research and
development, sales and marketing, and general and administration positions. None of our employees are repre-
sented by labor unions or covered by a collective bargaining agreement. As we expand domestically and '
internationally, however, we may encounter employees who desire union representauon We believe that relations
with our employees are good.

Available Information

We madintain a website at http://www.firstsolar.com. We make available free of charge on our website our
annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statement and |
any amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d} of the Exchange Act, as soon
as reasonably practicable after we electromcally file these materials, with, or furnish them to, the SEC. The
information contained in or connected to our website is not incorporated by reference into this report.

The public may also read and copy any materials that we file with the SEC at the SEC’s Public Reference
Room at 100 F Street, NE, Washington, D.C. 20549. The public may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an Internet website that
contains reports and other information regarding issuers, such as First Solar, that file electronically with the SEC.
The SEC’s Internet website is located at http://www.sec.gov.

Executive Officers of the Registrant

Our executive officers and their ages and positions are as follows:

Name Age C Paosition

*Michaet J, Ahearn. ................ 50 President, Chief Executive Officer, Chairman
Bruce Sohn{1)............... R 45  President, Director
George A. (“Chip”) Hambro ......... 43  Chief Operating Officer
Jens Meyerhoff .. ................. 42  Chief Financial Officer
Kenneth M. Schudtz. ............... 44 Vice President, Sales & Marketing ‘
LPaul Kacir . .................... 41 Vice President, General Counsel

(1) On March 1, 2007, First Solar announced the appointment of Bruce Sohn as President of First Solar.

Michael J. Ahearn has served as the President, CEO and Chairman. of First Solar since August 2000.
Since 1996, he has been Partner and President of the equity investment firm, JWMA (formerly True North Partners,
L.L.C.), the majority stockholder of First Solar. Prior to joining JWMA, Mr. Ahearn practiced law as a partner in the,
firm of Gallagher & Kennedy. He received both a B.A. in Finance and a J.DD. from Arizona State University, O
March 12, 2007 Mr. Ahearn no longer served as President of the Company, having transferred that title to Mr. Sohn.

Bruce Sohn was elected a director of First Solar in July 2003. On March 1, 2007, First Selar, Inc. announced
the appointment of Mr. Sohn as President of First Solar. He was with Intel Corporation for 24 years where he most
recently served as Plant Manager. Mr. Sohn serves on the boards of the International Symposium on Semiconductor
Manufacturing, the IEEE-Electron Devices Society Manufacturing Technology Committee and the New Mexico
Museum of Natural History Foundation. He is a senior member of IEEE and a certified Jonah. Mr. Sohn has been a
guest lecturer at several universities, including the Massachusetts Institute of Technology and Stanford. He
graduated from the Massachusetts Institute of Technology with a degree in Materials Science and Engineering.’
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George A. (“Chip”) Hambro joined First Solar in June 2001 as Vice President of Engineering, was named Vice
President and General Manager in February 2003 and assumed the role of Chief Operating Officer in_February
2005. Prior to joining First Solar, he held the positions of Vice President of Engineering & Business Development
for Goodrich Aerospace’ from May 1999 to June 2001 and Vice President of Operations for ITT Industries from
February 1997 to' May 1999. Mr. Hambro graduated from the University of California at Berke]ey with a B.A. 1n
Physical Sc1cnce (Applied Physics).

Jens ‘Meyerhoff joined First Solar in May 2006 as Chief Financial Officer. Prior to joining First Solar,
Mr. Meyerhoff was the Chief Financial Officer of Virage Logic Corporation, a-provider of embedded memory
inteliectual property for the design of integrated circuits, from January 2006 to May 2006. Mr. Meyerhoff was
employed by FormFactor, Inc., a manufacturer of advanced wafer probe cards,-as Chief Operating Officer from
April 2004 to J uly 2005, Senior Vice President of Operations from January 2003 to April 2004 and Chief Financial
Officer from August 2000 to March 2005, Prior to joining FormFactor, Inc., Mr. Meyerhoff was the Chief Financial
Officer and Senior Vice President of Materials at Siliconix Incorporated, a manufacturer of power and analog
semiconductor devices, from March 1998 to August 2000. Mr. Meyerhoff holds a German Wirtschaftsinformatiker
degree, which is the equivalent of a Finance and Information Technology degree, from Daimler Benz’s Executive
Training Program. - -

Kenneth M. Schultz joined First Solar in November 2002 as Vice President of Sales & Marketing. Prior to
joining First Solar, he was a Vice President at Intersil Corporation, an analog semiconductor company, where he was
responsible for commercializing various communications technologies, from October 2000 to June 2002.
Mr. Schultz was Vice President and General Manager at SiCOM, Inc. prior to the, acquisition of SiCOM by
Intersil Corporation in 2000. He holds a B.S. in electrical engineering from the Umversnty of Pittsburgh and
recelved his M.B. A degree from Robert Moms University.

L -Paul Kacir joined First Solar in October 2006 as Vice President, General Counsel. Prior to joining First
Solar, Mr. Kacir was a partner with the law firm of Gowling Lafleur Hender LLP in 2006. From 2000 to 2003,
Mr..Kacir was general counsel for Creo Inc., a manufacturer of digital pre-press equipment. Before joining Creo,
Mr. Kacir practiced with Lang Michener Lawrence and Shaw. Mr. Kacir holds a B.A. in economics from the
University of Western Ontario, an L.L.B. (equivalent to a J.D. in the U.S.) from the University of New Brunswick
and his M.B.A. from the University of British Columbia.

Item 1A: Risk Factors-

An investment in our stock involves a high degree of risk. You should carefully consider the following risk
factors, as well as the other information in this Annual Report on Form 10-K, in evaluating First Solar and our
business. If any of the foliowing risks actually occur, our business, financial condition and results of operations
could be materially and adversely affected. Accordingly, the trading price of our common stock could decline and
you may lose all or part of your investment in our common stock. The risks and uncertainties described below are
not the only ones we face. Additional risks that we currently do not know about or that we currcntly believe to be
immaterial may also impair our business operations. ‘
Our limited operating history may not serve as an adequate basis to judge our future prospects and
results of operations.

We have a limited operating history. Although we began developing our predecessor technology in 1987, we
did not complete the qualification of our pilot manufacturing line until January 2002 and our base plant until
November 2004. From our launch of commercial operations in January 2002 through the end of 2006, we sold
approximately 84MW of solar modules. Relative to the entire solar energy industry, which had a worldwide
installed capacity of SGW, or 5,000MW, at the end of 2005, we have sold only a small percentage of the installed
solar modules. As such, our historical operating results may not provide a meaningful basis for evaluating our
business, financial performance and prospects. While our net sales grew from $13.5 million in 2004 to $135.0 mil-
lion in 2006, we may be unable to achieve similar growth, or to grow at all, in future periods. Accordingly, you
should not rely on our results of operations for any prior period as an indication of our future performance.
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-We have incurred losses since our inception and may be unable to generate sufficient net sales in; the
Juture to sustain proﬁtabrltty

We incurred a net loss of $16.8 million in 2004 and $6.5 million in 2005. Although we had net income of
$4.0 mitlion in 2006, we still had an accumulated deficit of $145.4 rmlhon at December 30, 2006 and we may, mcur
losses in the future. In addition, we expect our operating expenses to increase as we expand our operanons Our
ability to sustain profitability depends on a number of factors, including the growth rate of the solar energy mdustry,
the continued market acceptance of solar modules, the competitiveness of our solar modules and services and our
ability to increase production volumes. If we are unable to generate sufficient net sales to sustain profitability and
positive cash flows, we could be unable to satisfy our commitments and may have to disccntinue operations

.

Thin film technology has a short history and our thin f' ilm technology and salar modules may perform )
below expectations.

+ : . . . e
Researchers began developing thin film semiconductor technology over 20 years ago, but were unable to”’
integrate the technology-into a production line until recently. In addition, the oldest solar modules manufactured
during the qualification of our pilot line-have only been in use since 2001. As a result, our thin film technology. and'
solar modules do not have a sufficient operating history to confirm how our solar modules will perform over their
estimated 25 year useful life. If our thin film technology and solar modules perform below expectattons we could
lose customers and face substantial warranty expense. ’
Cur failure to further refine our technology and develop and introduce improved photoveltaic products
could render our solar modules uncompetitive or obsolete and reduce our net sales and market share

L

A

We will need to invest significant financial resources in research and development to keep pace w:th
technological advances in the solar energy industry. However, research and development activities are mherently
uncertain and we could encounter practical difficulties. in commercializing our research results. Our significant
expenditures on research and development may not produce corresponding benefits, Other companies are devel-~
oping .a variety of competing photovoltaic technologies, including copper indium gallium disetenide and amor--
phous silicon, that could produce solar modules that prove more cost-effective or have better performance than our.
solar modules. As a result, our solar modules may be rendered obsolete by. the technological advances of others,
which could reduce cur net sales and market share. . E ] . Y

If photoveltaic technology is not suitable for widespread adoption, or if sufficient demand for solar - . |
modules does not develop or takes longer to develop than we anticipate, our net sales may flatten or
decline arid we may be unable to sustain profitability. . .

The solar energy market is at a relatwely early stage of development and the extent to Wthh solar modulés w1ll
be wtdely adopted is uncertain. If photovoltaic technology proves unsuitable for widespread adoption or if demand
for solar modules fails to develop sufficiently, we may be unable to grow our business or generate sufficient net sales
to sustain profitability. In addition, demand for solar medules in our targeted markets, 1nclud1ng Germany, may not
develop or may develop to a lesser extent than we ant1c1pate Many factors may affect the viability of w1despread
adoption of photovoltaic technology and demand for solar modules, including the following:

* cost-effectiveness of solar modules compared to conventional and other non-solar renewable energy sources
and products; oo ’

» performance and reliability of solar modules and thin film technology compared to convennonal and other

non-solar renewable energy sources and products; . .
; .

» availability and substance of govemment subsidies and incentives'to support the development of the solar .
energy industry; : . . -

* success of other renewable energy generation technologies, such as hydroelectnc wind, geothermal, solar ’
thermal concentrated photovoltaic and biomass;

« fluctuations in economic and market conditions that affect the viability of conventional and non-solar
renewable energy sources, such as increases or decreases in the prices of oil and other fossil fuels; -
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.« fluctuations in capital expenditures by end-users of solar modules, which :tend to decrease when the

+ deregulation of the electric power industry and the broader energy industry.

economy slows and interest rates increase; and . - . . A

++ Our future success-depends on our ability to build new manufacturing plants-and add production lines in
a cost-effective manner, both of which are subject to risks and uncertainties. .. . . e

" Oir future success depends on’ our ability to significantly incréase both otr manufacturing capacity and
érodizc;ion throughput ina cost-effective and efficient man_r.ler.' If we cannot do so, we may be unable to expand our

* business, dedrease our cost per watt, niaintair_r our’ competitive pbsition,‘s"atisfy our contractual obligations, or
sustain profitability. Our ability to expand production capacity is s_Libject to 'significant risks and uncertainties,

. including thé following:

~  the need to raise significant additional

* delays and cost overruns as aresult of a number of factors, niany of which may be beyond our control, such as

n T v '

funds to build.additional manufacturing facilities, which we.mdy be
unable to obtain on. reasonable terms or at all;, -, - - ‘ . o |

[l

our inability to secure si¢cessful contracts with equipment vendors;

..+ our custom-built equipment may take longer and cost more to engineer than expected and may never operate

Y Lt s o . oL
» diversion of significant management attention and other resources; and
. . . ’ . r - '. r N

« failure to execute our expansion plans effectively. ‘ . ‘ . '

- as designed; ;- : i

+ delays or denial of required approvals b‘y relevant 'govemment authorities;

o
t.

i ! - ) \ )

« If our future production lines do not achieve operating metrics similar to our-base plant, our solar *
modules’ could. perform below expectations and cause us to lose customers.

Currently, our 25MW base plant is our only prodgcﬁbn line that has 'ai'meax{ingful‘history of operating af full

capacity. We added two 25SMW production lines in our Ohiolexpan'sion in August 2006; however, they do nothave a
sufficient operating history for us to determine whether we were successful in replicating the base plant. The
production lines in our Ohig expansion and future production lines could produce solar modules that have lower
efficiencies, higher failure Tates and higher rates of degradation than solar modules from our base plant and we
could be unable to determine the cause of the lower operating metrics or develop and implement solutions to achieve
.similar operating metrics as our base plant.. The Ohio expansion represents a “standard building block” that we
intend to replicate in future production facilities and expansions of our existing production facilities, including the
German plant and the Malaysian plant. Our replication risk in connection with building the German plant; the
- Malaysian plant and other future manufacturing plants could be higher than our replication risk in the Ohio
.expansion because we expect the new lines to be located internationally, which could entail other factors that,will
lower the operating metrics. If we are unable to systematically replicate our production lines and achieve and sustain
» similar operating metrics in our Chio expansion and future production lines as our. base plant, qur manufacturing
capacity could be substantially. constrained, our manufacturing ‘costs per watt could increase and we could lose

customers, causing lower net sales and net income than we anticipate.. O

L

. - . . S .
i . ! N -

Some of our manufacturing equipment is customized and sole sourced. If our manufacturing equipment

fails or if our equipment suppliers fail to perform under their contracts, we could experience production
disruptions and be unable to satisfy our contractual requirements. Cooe _

Some of our manufacturing equipment is customized to our production line based on designs or specifications

that we provide the equipment manufacturer, who then undertakes a specialized production process to manufacture
the custom equipment. As a result, the equipment is not readily available from multiple vendors and would be
difficult to repair:or replace if it were to become damaged or stop working. If any. piece of equipment fails,
production along the entire production line could be interrupted and'we could be unable.to produce enough solar
modules to satisfy our contractual requirements. In addition, the failure of our equipment suppliers to supply
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équipiment in a timely manner oron commercially reasonable terms could-delay our expansion plans-and otherwise
disrupt our production schedule or increase our manufacturing costs. e

We may be unable to manage the expansion of our oﬁeration.t effectively.

+ We expect to expand our business significantly in order to meet our contractual obligations, satisfy demand for:
our solar modules and increase market share. In August 2006, we expanded our mamifacturing capacity from the’
existing 25MW at our base plant to an aggregate of 75MW with the completion of our 01’110 expansion. We expect to.
continue expanding our manufacturing capacity to an aggregate of 175MW by the second half of 2007 upon the.
annc1pated qualification of our German plant and 275 MW by the second half of 2008, upon the ant1c1pated
cornpletlon of our Malaysian plant To ma.nagc the expansion of our operatxons we will be required 1o 1mprovc our
operatlonal and financial systems, procedures and controls; increase manufacturmg capacity and throughput and
expand, train and manage our growing employee base. Our management will also be required to maintain and
expand our relationships with customers, suppliers and other third parties and attract new customers and suppliers.
In addition, our current and planned operations, personnel, systems and internal procedures and controls might be
inadequate to support our future growth, If we cannot manage our growth effectlvely, we may be unable to take
advantage of market opportunities, execute our bisiness strategles or respond to competmve pressures.

We depend on a limited number of third-party suppliers for key raw materials and their failure to perform
could cause manufacturing delays and impair our ability to deliver solar modules to customers in the '
required gquality and quanmws and at a price that is profitable to us. ’

. N

Our failure to obtain raw materials and components that meet our quality, quantity and cost requlrements in a
timely manner could interrupt or impair our ability to manufacture our solar moduies or increase our manufacturing °
cost. Most of our key raw materials are either sole-sourced or sourced by a limited number of third-party suppliers.
As aresult, the failure of any of our suppliers to perform could disrupt our supply chain and impair our operations. In ,
addition; many of our. suppliers are small companies that may be unable to supply our increasing demand for raw
materials as we implement our planned rapid expansion. We may be unable to identify new suppliers or qualify their
products for use on our production lines in a timely manner and on commcrc1ally reasonable terms. Raw matenals

from néw suppliers may also be less suited for our technology and yield solar modules with lower conversion

efﬁcwncws than solar modules manufactured with the raw materials from our current supphcrs.

A disruption in our supply chain for cadmium tellunde, the key componenl of our semwonductor layer;
could' interrupt or impair our abthty to manufacture solar modules. . : .

The key raw material we use in our production process in the active semlconductor layer 1s a cadmium telluride

-compound, with the telluriom component of cadmium telluride compound being the most critical. Currently, we |
~purchase all of our cadmium telluride in manufactured form from one-manufacturer. If any of our current or future
- suppliers is unable to perform under its contracts or purchase orders; our operations could be interrupted or
- impaired. In addition, because each supplier must undergo a lengthy qualification process, we may be unable to ,

replace’a lost supplier in a timely manner and on commercially reasonable terms. Our supply of cadmium telluride
could also be limited if our suppliers are unable to acquire an adequate supply of tellurium in a timely manner or at
commercially reasonable prices. If our suppliers cannot obtain -sufficient tellurium, they could substantially '
increase their prices or be unable to perform under their contracts. We may be unable to pass increases in the cost of
our raw materials through to our custorners because our customer contracts do not adjust for raw matenal pnce
mcreaStas and are generally for a longer term than our raw material supply contracts

We currently depend on six customers for substantiaily alt of our net sales: The loss af, or a significant

reduction in orders from, any of these customers could significantly reduce our net sales and harm.our

operatmg resulis.

N '

" We currently sell substantially all of our solar modules 10 six customers headquartered in Gcnnany In 2005,
sales to our largest customer accounted for approximately 45% of our total net sales. During 2006, our largest
customers accounted for between 16% and 19% of our net sales. The loss of any of our customers or their default in -
payment could significantly reduce our net sales and adversely impact our operating results: In addition, our Long
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Term Supply Contracts extend through 2012 and we expect them to allocate a significant majority of our production
capacity to a limited number of customers. As a result, we do not expect (o have a significant amount of excess
production capacity to identify and then build relationships with new customers that could replace any lost
customers. We anticipate that our dependence on a limited number of customers will continue for the foreseeable
future because we have pre-sold approximately two-thirds of the planned capacity of our base plant, Ohio
expansion, German plant and Malaysian plant through 2012. As a result, we will have to rely on future expansions to
attract and service new customers. In addition, our customer relationships have been developed over a relatively
short period of time and we cannot guarantee that we will have good relations with our customers in the future.
Several of our competitors have more established relationships with our customers and may gain a larger share of
our customers’ business over time.

If we are unable to further increase the number of sellable walts per solar module and reduce our
manufacturing cost per watt, we will be in default under our Long Term Supply Contracts and our gross
profit and gross margin could decrease.

Our Long Term Supply Contracts require us to deliver solar modules that, in total, meet or exceed a specified
minimum-average number of watts per module for the year. Beginning in 2007, we are required to increase the
minimum average number of waits per module by approximately. 5% annually between 2007 and 2009, and then by
an additional 3% for modules delivered in 2012. If we are unable to meet the minimum average annual number of
watts per module in a given year, we will be in default under the agreements, entitling our customers to certain
remedies, potentially including the right to terminate the contracts. In addition, our Long Term Supply Contracts
specify a sales price per watt that declines approximately 6.5% each year through the expiration date of the contract
in 2012. Our gross profit and gross margin could decline if we are unable to reduce our manufacturing cost per watt
by at least the same rate at which our contractual prices decrease. :

The reduction or elimination of government subsidies and economic incentives for on-grid solar
electricity applications could reduce demand for our solar modules, lead to a reduction in our net sales
and adversely impact our operating resulls.

The reduction, elimination, or expiration of government subsidies and economic incentives for on-grid solar
electricity may result in the diminished competitiveness of solar energy relative to conventional and non-solar
renewable sources of energy and could materially and adversely affect the growth of the solar energy industry and
our net sales. We believe that the near-term growth of the market for on-grid applications, where solar energy is used
to supplement the electricity a consumer purchases from the utility network, depends significantly on the
availability and size of government and economic incentives. Currently, the cost of solar electricity substantially
exceeds the retail price of electricity in every significant market in the world. As a result, federal, state and lecal
governmental bodies in many countries, most notably Germany, Italy, Spain, France, South Korea, Japan, Canada
and the United States, have provided subsidies in the form of feed-in tariffs, rebates, tax write-offs and other
incentives to end-useérs, distributors, systems integrators and manufacturers of photovoltaic products. For example,
Germany, which accounted for 95.0% of our net sales in 2006, has been a strong supporter of photovoltaic products
and systems and political changes in Germany could result in significant reductions or the elimination of incentives.
Many of these government incentives expire, phase out over time, exhaust the allocated funding, or require renewal
by the applicable authority. For example, German subsidies decline at a rate of 5.0% t0 6.5% per year (based on the
type and size of the photovoltaic system) and discussions are currently underway about modifying the German
Renewable Energy Law (EEG). If the German government reduces or eliminates the subsidies under the EEG,
demand for photovoltaic products could significantly decline in Germany. In addition, the Emerging Renewables
Program in California has finite funds that may not last through the current program period. California subsidies
declined from $2.80 to $2.50 per Watt in March 2006 and will continue to decline as cumulative installations exceed
stated thresholds. Net metering policies in California, which currently only require each investor owned utility to
provide net metering up to 2.5% of its aggregate customer peak demand, could also limit the amount of solar power
installed within California.

In addition, if any of these statutes or regulations is found to be unconstitutional, or is reduced or discontinued
for other reasons, sales of our solar modules in these countries could decline significantly, which could have a
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‘material adverse effect’on our business and results of operations. For example, the predécessor to the German EEG
was challenged in Germany on constitutional grounds and in the European Court of Justice as impermissible state
aid. Although the German Federal High Court of Justice dismissed these constitutional concerns and the European
Court of Justice held that the purchase requirement at minimum feed-in tariffs did not constitute impermissible stite
aid, new proceedings challenging the Renewable Energies Act or comparable minimum price regulatlons in other
countries in which we currently operate or 1ntend to operate may be 1mt1ated : '

\ . oo

. . Electric utility companies or generators of electricity frorn fossil fuels or othcr renewable €Rergy squrces could
also lobby for a change in the relevant legislation in their markets to protect their revenue streams. The reduction or
elimination of government subsidies and economic incentives for on-grid solar energy applications, especially
those in our target markets, could cause our net sales to decline and materially and adversely affect our business,
financial condition and results of operations, . . . o W\

v NI

Currency translation and transaction risk may negatively affect our net sales, cost of sales and gross .
margins and could result in exchange losses

+ ol . 1
N '

Although our-reporting currency is thc U S. dollar we conduct our busmess and incur costs in the local
currency of most countries in which we operate. As a result, we are subject to-currency translation risk. For example,
99.6% and 95.0% of our net sales were outside the United States and denominated in euros for the years ended
December 31, 2005 and December 30, 2006, respectively and we expect a large percentage of our net sales to be
outside the United States and denominated in foreign curréncies in the future. Changes in exchange rates between
foreign currencies and the U.S. dollar could affect our fet sales and cost of sales and could result in exchange losses.
In addition, we incur currency transaction risk whenever one of our operating subsidiaries enters into either a
purchase or a sales transaction using a different currency from our reporting currency. For example, our Long Term
Supply Contracts specify fixed pricing in euros through 2012 and do not adjust for changes in the U.S. dollar to euro
exchange rate. We cannot accurately. predict the impact of future exchange rate fluctuations on our results of
operations, As of December 30, 2006, we did not engage in any exchange rate hedging activities and, as a result, any
volatility in currency exchange rates may have an immediate adverse effect on.our financial condition and results of
operanons

+ +r +

We could also cxpand our business into emergmg markets, _many of Wthh hav an juncertain regulatory
environment relatmg to currency policy. Conducting business in such emerging markets _could Cause our exposure to
changes in exchange rates to increase. L

R ' )
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' An increase in interest rates could make it difficult for end-users fo ﬁnance the cost af a photovalta:c ’
system and could reduce the demand for our solar modules. i O '

Many of our.end_-users (_iep_end on debt financing to fund the initial capital expenditure required to purchase and
install a photovoltaic system, As a result, an increase-in interest rates could make.it difficult for our end-users to
secure the financing necessary. 1o, purchase and install a photovoltaic system, on favorable terms, or at all and, thus
lower,demand for our solar modules and reduce our net sales. In addition, we believe that a significant percentage of
our end-users install photovoltaic systems as an investment, funding, the initial capital .expenditure through 2
combination of equity and debt. An increase in interest rates could lower-an investor’s return on investment in a
photovoltaic system or make alternative investments more attractive relative to photovoltaic systems and, in each
case, could cause these end-users to seek alternative investments,

) e .
: L : D o . T
We face intense competition from manufacturers of crystalline silicon solar modules, thin film solar

modules and solar thermal and concentrated photovoltaic systems. ’ o : "l

N - -

The solar energy and renewable energy industries are both hlghly competitive and continually evolvmg as
participants strive to distinguish themselves within their markets and compete with the larger electric powqr
industry. We believe that our main sources of competition are crystalline silicon solar module manufacturers, other
thin film solar module manufacturers and companies developmg solar thermal and:concentrated photovnltalc
technologies. ' |
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At the end of 2006, the global photovoltaic industry consisted of over 100 manufacturers of photovoltaic cells
and solar modules. Within the photovoltaic industry, we face competition from crystalline silicon photovoltaic cell
and solar module manufacturers, including BP Solar, Evergreen Solar, Kyocera, Motech, Q-Cells, Renewable
Energy Corporation, Sanyo, Schott Solar, Sharp, SolarWorld, Sunpower and Suntech. We also face competition
from thin film solar module manufacturers, including Antec, Kaneka, Mitsubishi Heavy Industries, Shell Solar,
United Solar and several crystalline silicon manufacturers who are developing thin film technologies. We may also
face competition from semiconductor manufacturers and semiconductor equipment manufacturers, or their
customers, several of which have already announced their intention to start production of photovoltaic cells,
solar modules, or turnkey production lines. One of our customers, Conergy AG, commenced construction of a plant
in Germany that will manufacture traditional crystalline silicone photovoltaic solar cells and modules. In addition to
manufacturers of photovoltaic cells and solar modules, we face competition from companies developing solar
thermal and concentrated photovoltaic technologies.

.

Many of our existing and potential competitors have substantially greater financial, technical, manufacturing
and other resources than we do. Qur competitors’ greater size in some cases provides them with a competitive
advantage because they can realize economies of scale and purchase certain raw materials at lower prices. Many of
our competitors also have greater brand name recognition, more established distribution networks and larger
customer bases. In addition, many of our competitors have well-established relationships with our curreit and
potential distributors and have extensive knowledge of our target markets. As a result of their greater size, some of
our competitors may be able to devote more resources to the research, development, promotion and sale of their
products or respond more quickly to evolving industry standards and changes in market conditions than we can. In
addition, a significant increase in the supply of silicon feedstock or a significant reduction in the manufacturing cost
of crystalline silicon solar modules could lead to pricing pressures for solar modules. Our failure to adapt to
changing market conditions and to compete successfully with existing or new competitors may materially and
adversely affect our financial condition and results of operations. n -

Our substantial international operations subject us to a number of risks, mcludmg unfavarable pahtu'al,
regulatory, labor and tax conditions in foreign countries. ' .

We have significant marketing and distribution operations out51de the United States and expect to continue to
have significant manufacturing operatrons outside the United States in the near future. In 2006, 95.0% of our net
sales were generated from customers headquartered in Germany. In the future, we expect to have operations in other
European countries, Malaysia and other Asian countries and, as a result, we will be subject to the legal, political,
social and regulatory requirements and economic conditions of many jurisdictions: Risks inherent to infernational
operations, include, but are not limited to, the following:

» difficulty in-enforcing agreements in for¢ign legal systems; .. .« - .- :

. forelgn countries may impose addmonal w1thhold1ng taxes or otherwise tax our forergn income, impose
tariffs, or adopt other restrictions on foreign trade and 1nvestment 1nc1udmg cun'ency exchangc controls

« fluctuations in exchange rates may affect product demand and may adversely affect our proﬁtabrhty in
U.S. dollars to the extent the price of our solar modules, cost of raw materials and labor and equipment is
denominated in a foreign currency; - L a - . ‘o

» inability to obtain, maintain, or enforce 'intellec.tual property rightsi i
» risk of naticnalization of private enterprises; » A

« changes in general economic and polmcal condmons m the countnes 1n whrch Wwe operate;

« unexpected adverse changes in foreign laws or regulatory requirements, mcludlng those with respect to
environmental protection, export duties and quotas; R

« difficulty wrth staffing and managing wrdespread operatrons .

« trade barriers such as export requirements, tariffs, taxes and other restrictions and expenses, which could
increase the prices of our solar modules and make us less competitive in some countries; and
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» difficulty of and costs relating to compliance with the different commercial and legal requirements of the
overseas markets in which we offer and sell our solar modules.

Our business in foreign markets requires us to respond to rapid changes in market conditions in these countries.
Our overall success as a global business depends, in part, on our ability to succeed in differing legal, regulatory,
economic, social and political conditions. We may not be able to develop and implement policies and strategies that
will be effective in each location where we do business. In addition, each of the foregoing risks is likely to take on
increased significance as we implement our plans to expand our foreign manufacturing operations.

Problems with product quality or performance may cause us to incur warranty expenses, damage our
market reputation and prevent us from maintaining or increasing our market share.

Our solar modules are sold with a five year materials and workmanship warranty for technicai defects and a ten
year and twenty-five year warranty against declines of more than 10% and 20% of their injtial rated power, -
respectively. As a result, we bear the nisk of extensive warranty claims long after we have sold our solar modules and
recognized net sales. As of December 30, 2006, our accrued warranty expense amounted 1o $2.8 million,

Because of the limited operating history of our solar modules, we have been required to make assumptions
regarding the durability and reliability of our solar modules. Our assumptions could prove to be materially different
from the actual performance of our solar modules, causing us to incur substantial expense to repair or replace
defective solar modules in the future. For example, our glass-on-glass modules could break, delaminate, or
experience power degradation in excess of expectations. In addition, once our modules are installed and connected,
but before they are connected to a power grid or there is a load otherwise put on the modules, the modules are inan
open circuit condition. We are continuing to collect data on the long term effects on reliability and service life that -
results from extended periods of the modules being in an open circuit condition, particularly in high ambient .
temperature conditions. Although the data available to us to date does not suggest significant deterioration in long
term performance of modules that are left in prolonged open circuit condition, it may become apparent with future
experience thal long term performance and service life is affected by the modules being kept in an open circuit -
condition for prolonged periods of time. Any widespread product failures may damage our market reputation and
cause our sales to decline and require us to repair or replace the defective modules, which could have a material
adverse éffect on our financials results.

If our estimates regarding the future cost of reclaiming and recycling our solar modules are incorrect, we
could be required to accrue additional expenses from the time we realize our estimates are incorrect and
we could also face a significant unplanned cash burden from the time we realize our estimales are
incorrect or our end-users return their solar modules. ‘

We pre-fund ‘the estimated future obligation for reclaiming and recycling our solar modules based on the
present value of the expected future cost of the reclaiming and recycling process. This cost includes the cost of
packaging the solar module for transport, the cost of freight from the solar module’s installation site to a recycling
center and the material, labor and capital costs of the recycling process; the related expense that we recognize in our
financial statements also includes an estimated third-party profit margin and risk rate for such services. Currently, l
we base our estimates on our experience reclaiming and recyciing solar modules that do not pass our quality control
tests and modules returned under our ‘warranty and on our €xpectations about future developments in recycling.
technologies and processes and about economic conditions at the time the solar modules will be reclaimed and
recycled. If our estimates prove incorrect, we could be required to accrue additional expenses from the time we
realize our estimates are incorrect and also face a significant unplanned cash burden at the time we realize our
estimates are incorrect or end-users return their solar modules, which could harm our operatfng results. In‘addition,
our end-users can return their solar modules at any time. As a result, we could be required to reclaim and recycle our
solar modules earlier than we expect and before recycling technologies and processes improve. '
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© Our future success depends on our ability to retain our key employees and to successfully integrate them
into our management team.

We are dependent on the services of Michael J. Ahearn, our Chief Executive Officer, Bruce Sohn, our
President, George A. (“Chip”) Hambro, our Chief Operating Officer, Jens Meyerhoff, our Chief Financial Officer,
Ken Schultz, our VP of Sales and Marketing and other members of our senior management team. The loss of
Messrs. Ahearn, Sohn, Hambro, Meyerhoff, Schultz or any other member of our senior management team could
have a material adverse effect on us. There is a risk that we will not be able to retain or replace these key employees.
Several of our current key employees, including Messrs. Ahearn, Hambro, Sohn, Schultz and Meyerhoff, are subject
to employment conditions or arrangements that contain post-employment noni-competition provisions. However,
these arrangements permit the employees to terminate their employment with us upon little or no notice. We
recently added several members to cur senior management team, including Bruce Sohn, our new President.
Integrating them into our management team could prove disruptive to our daily operations, require a dispropor-
tionate amount of resources and management attention and prove unsuccessful.

If we are unable to attract, train and retain technical personnel, our business may be materially and
adversely affected.

Our future success depends, to a significant extent, on our ability to attract, train and retain technical personnel.
Recruiting and retaining capable personnel, particularly those with expertise in the photovoltaic industry, thin film
technology and cadmium telluride are vital to our success. There is substantial competition for qualified technical
personnel and we cannot assure you that we will be able to attract or retain our technical personnel. In addition, a
significant percentage of our current technical personnel have stock options that vest in 2008 and it may be more
difficult to retain these individuals after their options vest, If we are unable to attract and retain qualified employees,
our business may be materially and adversely affected.

Our failure to protect our intellectual property rights may undermine our compelitive position and
litigation to protect our intellectual property rights or defend against third-party allegations of
infringement may be costly.

Protection of our proprietary processes, methods and other technology, especially our proprietary vapor
transport deposition process and laser scribing process, is critical to our business. Failure to protect and monitor the
use of our existing intellectual property rights could result in the loss of valuable technologies. We rely primarily on
patents, trademarks, trade secrets, copyrights and other contractual restrictions to protect our intellectual property.
We have received patents in the United States and select foreign jurisdictions and we have pending applications in
such jurisdictions as well. Our existing patents and future patents could be challenged, invalidated, circumvented, or
rendered unenforceable. We have pending patent applications in the United States and in foreign jurisdictions. Our
pending patent applications may not result in issued patents, or if patents are issued to us, such patents may not be
sufficient to provide meaningful protection against competitors or against competitive technologies.

We also rely upon hnpatented proprictary manufacturing expertise, continuing technological innovation and
other trade secrets to develop and maintain our competitive position. While we generally enter into confidentiality
agreements with our employees and third ‘parties to protect our intellectual property, such confidentiality agree-
ments are limited in duration and could be breached and may not provide meaningful protection for our trade secrets
or proprietary manufacturing expertise. Adequate remedies may not be available in the event of unauthorized use or
disclosure of our trade secrets and manufacturing expertise. In addition, others may obtain knowledge of our trade
secrets through independent development or legal means, The failure of our patents or confidentiality agreements to
protect our processes, equipment, technology, trade secrets and proprictary manufacturing expertise, methods and
compounds could have a material adverse effect on our business. In addition, effective patent, trademark, copyright
and trade secret protection may be unavailable or limited in some foreign countries. In some countries we have not
applied for patent, trademark, or copyright protection. '

Third parties may infringe or misappropriate our proprietary technologies or other intellectual property rights,
which could have a material adverse effect on our business, financial condition and operating results. Policing
unauthorized use of proprietary technology can be difficult and expensive. Also, litigation may be necessary to
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enforce our intéllectual property rights, protect our trade secrets, or determine the validity and scope of .the
proprietary rights of others. We cannot assure you that the outcome of such potential litigation will be in our favor.
Such litigation may be costly and may divert management attention and other resources away from our business. An
adverse determination in any such litigation will impair our intellectual property rights and may harm our business,
prospects and reputation. In addition, we have no insurance coverage against litigation costs and would have to bear
all costs arising from such litigalion to the extent we are unable to recover them from other parties.

We may be exposed to infringement or mzsappmpnanon claims by third parties, which, if determined

adversely to us, could cause us to pay significant damage awards or prohibit us from the manufacture’

“and sale of our solar modules or the use of our technology.
X ;

Our success depends largely on our ability to use and develop our technology and know-how without
infringing or misappropriating the intellectual property rights of third parties. The validity and scope of claims
relating to photovoltaic technology patents involve complex scientific, legal and factual considerations and analysis
and, therefore, may be highly uncertain. We may be subject to litigation involving claims of patent infringement or
violation of intellectual property rights of,third parties. The defense and prosecution of intellectual property suits,
patent opposition proceedings and related legal and administrative proceedings can be both. costly and time
consuming and may significantly divert the efforts and resources of our technical and management personnel. An
adverse determinatioh in any such litigation or proceedings to which we may become a party could subject us to
significant liability to third parties, require us to seek licenses from third parties (which may not be available on
reasonable termis, or at ally-or pay ongoing royalties, require us to redesign our solar modules, or subject us to
injunctions prohibiting the: manufacture and sale of our solar modules or the use of our techinologies. Protracted
litigation could also result in our customers or potential customers deferring or llmltmg their purchase or use of our
solar modules until resolution of the litigation.

Existing regulations and policies and changes to these regulations and policies may present technical,

regulatory and economic barriers to the purchase and use of phatovoltaw products which may .

significantly reduce demand for our solar modules.

The market for electricity generation products is heavily influenced by foreign, federal, state and local -
government regulations and policies .concerning the electric utility industry, as well as policies promulgated by
electric.utilities. These regulations and policies often relate to electricity pricing and technical interconnection of
customer-owned electricity generation. In the United States and in a number of other countries, these regulations
and policies have been modified in the past and may be modified again in the future. These regulations and policies
could deter end-user purchases of photovoltaic products and investment in the research and development of
photovoltaic technology. For example, without a mandated regulatory exception for photovoltaic systems, utility
customers are often charged interconnection or standby fees for putting distributed power generation on the electric
utility grid. These fees could increase the.cost to our end-users of using photovoltaic systems and make them less
desirable, thereby harming our business,  prospects, results of operations and financial condition. In addition,
electricity generated by photovoltalc systems mostly competes with expenswe peak hour electncny, rather than the
less expensive average prlcc of elecmcny Modifications to the peak hour pricing policies of utilities, such as to a
ﬂat rate, would requnre pholovoltalc S ystems to achieve lower prices in order to compete With the pncc of elecmcny

. +

We ant|c1pate that our solar modules and their mstallauon will be subject to overmght and regulation in
accordance with national and-local.ordinances relating to building codes, safety, environmental protection, utility
interconnection and metering and related matters. 1t is difficult 1o track the requirements of individual states and’
design equipment to comply with the varying standards. Any new government regulations or utility policies
pertaining to our solar modules may result in significant additional expenses to us, our resellers and their customers
and, as a result, could cause a significant reduction in demand for our solar modules, :

Environmental obligations and liabilities could have a substantial negative impact on our financial
condition, cash flows and praﬁtab:hty

Our operations mvolvc .the use, handlmg, generation, processing, storage, transportanon and disposal of
hazardous materials and are subject to extensive environmental laws and regulations at the national, state, local
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and international level. Thise environmental laws and regulations include those governing the discharge of pollutants
into the air and water, 'thé use, management and disposal of hazardous materials and wastes, the cleanup of
contaminated sites arid occupational health and safety. We have incurred and will continue to incur, significant costs
and capital expenditures in’complying with these laws and regulations In addition, violations of, or liabilities under,
environmental laws 6r permits may result in restrictions being imposed on our operating activities or in our being
subjected to substantial fines, penalties, criminal proceedings, third party property damage or personal injury claims,
cleanup costs, or other costs. While we believe we are currently in substantial compliance with applicable environ-
mental requirements, future developments such as more aggressive enforcement policies, the implementation of new,
more stringent laws and regulations, or the discovery of presently unknown erivironmental conditions 'may require
expenditures that could have a material adverse effect on our business, results of operations and financial condition.

. JdoL

.+ In addition, ‘certain components of our products contain cadmium telluride and cadmium sulfide. Elemental
cadmium and certain of its'‘compounds are regulated as hazardous due to the adverse health effects that may arise
from human exposure. Although the risks of exposure to cadmium tetluride are not believed to be as serious as those
relating to the exposure of elemental cadmium, the chemical, physical and toxicological properties of cadmium
telluride have not been. thoroughly investigated and reported. We maintain engineering controls to minimize
employee exposure to cadmium and require our employees who handle.cadmium compounds to follow certain
safety procedures, including the use of personal protective equipment such as respirators, chemical goggles and
protective clothing. In.addition, we believe the risk of exposure to cadmium or cadmium compounds from our end-
products is limited by the fully encapsulated nature of these materials in our products, as well as the implementation
in 2005 of our end of life recycling program for our solar modules. While we believe that these factors and
procedures are sufficient to protect our employees, end-users and the general public from cadmium exposure, we
cannot assure you that human or environmental exposure to cadmium or cadmium compounds.used in our products
will not occur. Any such exposure could result in future third-party claims against us, as well as damage to our
reputation and heightened régulatory scrutiny of our products, which could limit or impair our ability to sell and
distribute our products. The occurrence of future events such as these could have a material adverse effect on our
business, financial condition and results of operations.

The use of cadmium in various products is also coming under increasingly stringent governmental regulation.
Future regulation in this area could impact the manufacture and sale of cadmium-containing solar modules and
could require us to make unforeseen environmental expenditures or to limit our ability to sell and distribute our
products. For example, the European Union Directive 2002/96/EC on Waste Electrical and Electronic Equipment
(the “WEEE Directive”) requires manufacturers of certain electrical and electronic equipment to be financially
responsible for the collection, recycling, treatment and disposal of specified products placed on the market.in the
European Union. In addition, European Union Directive 2002/95/EC on the Restriction of the use of Hazardous
Substances in electrical and electronic equipment (the “RoHS Directive™) restricts the use of certain hazardous
substances, including cadmium, in specified products. Other jurisdictions are considering adopting similar
legislation. Currently, photovoltaic solar modules in general are not subject to the WEEE or RoHS Directives;
however, these directives allow for future amendments subjecting additional products to their requirements and the
scope, applicability and the products included in the WEEE and RoHS directives are currently being considered and
may change. If, in the future, our solar modules become subject to requirements such as these, we may be required
to apply for an exemption. If we were unable to obtain an exemption, we would be required to redesign our solar
modules in order to continue to offer them for sale within the European Union, which would be impractical. Failure
"to comply with these directives could result in the imposition of fines and penalties, the inability to sell our solar
modules in the Evropean Union, competitive disadvantages and loss of net sales, all of which could have a material
adverse effect on our business, financial condition and results of operations.

i o * . . ' ' R . BT e
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., We have limited insurance coverage and may incur losses resulting from product liability claims, business
. . P L - ) .
interruptions, or natural dllsasters.
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We are exposed to risks associatéd with product liability claims in-the event that the use of our solar modules
‘results in personal injury or property damage. Our solar modules are electricity-producing devices, and it is possible
that users could be injured or killed by our solar modules due to product malfunctions, defects, improper installation,
or other causes. We commenced commercial shipment of our solar modules in 2002 and, due to our limited historical
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experience, we are unable to predict whether product liability claims will be brought against us in the future or the
effect of any resulting adverse publicity on cur business. Moreover, we may not have adequate resources and insurance
to satisfy a judgment in the event of a successful claim against us. The successful assertion of product liability claims
against us could result in potentially significant monetary damages and require us to make significant payments. Any
business disruption or natural disaster could result in substantial costs and diversion of resources.

The Estate of John T. Walton and its affiliates control us and their interests may conflict with or differ |
from your interests as a stockholder.

Our current majority stockholder, the Estate of John T. Walton and its affiliates, including JCL Holdings, LLC,
beneficially owns a majority of our cutstanding common stock. The Estate of John T. Walton and its affiliates have
substantial influence over all matters requiring stockholder approval, including the election of our directors and the
approval of significant corporate transactions such as mergers, tender offers and the sale of all or substantially all of
our assets. In addition, our amended and restated certificate of incorporation and by-laws provide that unless and .
until the Estate of John T. Walton, JCL Holdings, L1.C, John T. Walton’s surviving spouse, descendants, any entity
(including a trust) that is for the benefit of John T. Walton's surviving spouse or descendants, or any entity '
{(including a trust) over which any of John T. Walton’s surviving spouse, descendants or siblings has voting or
dispositive power (collectively, the “Esiate”) .collectively owns less than 40% of our common stock then
outstanding, stockholders holding 40% or more of our commeon stock then outstanding may call a special meeting -
of the stockholders, at which our stockholders could replace our board of directors. In addition, unless and until the
Estate collectively owns less than 409 of our common stock then outstanding, stockholder action may be taken by
written consent. The interests of the Estate could conflict with or differ from your interests as a holder of our
common stock. For example, the concentration of ownership held by the Estate could delay, defer or prevent a
change of control of our company or impede a merger, takeover, or other business combination which you may view
favorably.

We are a “controlled company” within the meaning of the NASD rules and, as a result, qualify for
exemptions from certain corporate governance requirentents.

The Estate of John T. Walton and its affiliates control a majority of our cutstanding common stock. Under the
NASD rules, a company of which more than 50% of the voting power is held by an individual, group, or another
company is a “controlled company” and may elect not to comply with certain corporatc governance requirements, |
including the following: !

+ the requirement that a majority of the board of directors consist of independent directors;
! |
* the requirement that we have a nominating committee that is composed entirely-of independent directors
with a formal written charter or board resolution addressing the committee’s purpose and responsibilities, or, A
if a nominating committee is not formed, the independent directors nominate any director nominees;

» the requirement that we have a compensation committee that is composed entirely of independent directors -
with a formal written charter or board resolution addressmg the committee’s purpose and
responsibilities; and’

* the requirement for an annual performance evaluation of the nominating and compensation committees,

With the appointment of Mr. Sohn as President of the Company, he is no longer considered an independent
director and accordingly we no longer have a majority of our board consisting of independent directors, Other than
the current composition of the Board pending our search for additional independent directors, we do not presently .
intend to use these exemptions. However, we could decide to use one or more of these exceptions in the future. If we
decide to use any of these exceptions, you would not have the same protections afforded to stockholders of
companies that are subject to all of these corporate governance requirements.
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If our stock price fluctuates, you could lose a significant part of your investment, :

The market pﬁce of our stock may be influenced by many factors, some of which are l_)eyond‘ our control,
including those described above and the following:

« the failure of securities analysts to cover our common s;ock or changes in financial estimates by analysts;
+ the inability to meet the financial estimates of analysts who follow our common stock;

» announcements by us.or our competitors. of significant contracts, productions, acquisitions, or capital
commitments; -

» variations in quarterly oper.ating results; -

* general economic conditions; . \
* terrorist acts;

» future sales of our common stock; and

« investor perception of us and the renewable energy industry. -

As a result of these factors, investors in our common stock méy not be able to resell'their shares at or above the
price they paid for the common stock. These broad market and industry factors may materially reduce the market
price of our common stock, regardless of our operating performance.

Shares eligible for future sale may cause the market price of our common stock to drop significantly,
even if our business is doing well. o oo

The market price of our common stock could decline as a result of sales of a large number of shares of our
common stock in the market or the perception that these sales could occur, These sales, or the possibility that these
sales may occur, also might make it more difficult for us to sell equity securities in the future at a time and at a price
that we deem appropriate. S, . : o

We are incurring and will continue to incur costs as a result of being a public company that we did not
incur when we were a private company. '

As a newly public company, we are incurring and will contin_up to incur significant legal, accounting and other
expenses that we did not incur when we were a private company. In addition, the Sarbanes-Oxley Act of 2002, as
well as rules subsequently implemented by the SEC and The. Nasdaq Global Market, have required changes in
corporate govemnance practices of public companies. We expect these rules and regulations to increase our legal and
financial compliance costs and to make some activities more time-consuming and costly. In addition, we will incur
additional costs associated with our public company reporting requirements. We also expect these rules and
regulations to make it more difficult and more expensive for us to obtain director and officer liability insurance and
we may be required to accept reduced policy limits and coverage or incur substantially higher costs to obtain the
same or similar coverage. As a result, it may be more difficult for us to attract and retain qualified persons to serve
on our board of directors or as executive officers, We are currently evaluating and monitoring develbpmentg with
respect to these rules and we cannot predict or estimate the amount of additional costs we may incur or the timing of
such costs, X ' . E ]
We identified several significant deficiencies in our internal controls that were deemed to be material
weaknesses. If we are unable to successfully address the material weaknesses in our internal controls,
our ability to report our financial results on a timely and accurate basis may be adversely affected.

In connection’ with the audit of our financial statements for the years ended December 25,' 2004 and
December 31, 2005, we identified several significant deficiencies in our internal controls that were deemed to
be “material weaknesses” in our internal controls, as defined in standards established by The Public Company
Accounting Oversight Board (“PCAOB"). See Item 9A: — “Controls and Procedures” in this Annual Report on
Form 10-K: . . )
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A material weakness is defined by the PCAOB-as a significant deficiency, or-combination of significant '
deﬁc1enc1es, that results in more than a remote likelihood that a matenal rrusstatement of the annual or interim

findncial statements will not be prevented or detected ' ‘ : a
[ T n . . L

As of December 31 2005, we did not maintain effective controls over the preparatmn review and presentatron '
anddisclosure of our cénsolidated financial statements due 10 a lack of Personnel with experience in financial
reporting and control procedures necessary for SEC-registrants. This failure caused several significant deficiencies,
four of which had a large enough impact on our operating results to individually constitute material weaknesses,
These material weaknesses were: (i) we did not maintain effective controls to ensure that the appropriate labor and
overhead expenses were included in the cost of our inventory and that intercompany profis in inventory were
completely and accurately eliminated as part of the consolidation process; (ii) we did not maintain effective controls
to ensure the complete and accurate capitalization of interest in connection with our property, plant and equipment .
additions; (iii) we did not maintain effective controls to properly accrue for wasranty obligations; and (iv) we did not
maintain effective controls to properly record the formation of First Solar US Manufacturing, LLC in 1999 and the
subsequent liquidation of minority membership units in 2003,

These control deficiencies resulted in the restatement of our consolidated financial statements for 2004 and

audit adjustments to our 2005 consolidated financial statements and to the consolidated financial statements of each

_interim period in 2005. These control deficiencies could result in more than a remote likelihood that a material

'mrsstatemerlt to our annual or interim financ1a1 statements would not be prevented or detected Accordingly, we
'Have concluded that each of these control deﬁc1eneres eonstltutes a matena] weakness '

We are in the process of adopting and implementing several measures to improve our internal controls. If the *
remedial procedures we have adopted and implemented are insufficient to: address our material weakness and ,
significant deficiencies, we may fail to meet our future reporting obligations, our financial statements may contain

material misstatements and our operating results may be adversely affected.
. . ! ! . LT . » oA

"We cannot assure you that additional significant deficiencies or material weaknesses in-our internal control
over financial reporting will not be identified in the future, Any failure to'maintain or implement required new.or
improved controls, or difficulties we encounter in their implementation, could result in additional significant
deficiencies or material weaknesses, cause us to fail to meet our future reporting obligations, or cause our financial |
statements to contain material misstatements. Any such failure could also adversely affect the results of the periodic
management evaluations and annual auditor attestation reports regarding the effectiveness of our internal control
over financial repomng that are required under Section 404 of the Sarbanes- Oxley Act of 2002 and which will

' becorne applicable to us begmnmg with the requlred filing of our Annual Report ori Form 10-K for fiscal 2007 in the
first quarter of 2008, “Tatenal conrol deﬁc1enc1es could also result in a réstatement of our financial statements in the

"future or cause ‘investors to lose confidence in our reported financial 1nformat10n Ieadmg toa declme in our stock
pnce g - - ‘

Fadure 10 achreve and maintain e[fectlve mt‘emal cantra.'.s in accordance wrth Secnon 404 of the .
Sarbanes-Oxley Act. could have a material adverse effect on our busmess and stock price.

Yo

‘ Asa public company, we are required to docuriient and test our internal control procedures in order to satisfy

- the requirements of Section 404 of the Sarbanes-Oxley Act, which w111 require annual management assessments of

" the effectiveness of our internal control over financial réporting and a report by Gur independent registered public -
accounting firm that both addresses management’s assessment of the effectiveness of internal control over financial
reportmg and the effectiveness of internal control over financial reportmg During the course of our testing, we may
identify déficiencies which we may not be able to remedlate in time to meet our deadline for eomphance with
Section 404. Testing and maintaining interhal controls c¢an divert our management ] attentmn from o\ther matters '
that are important to our business, We also expect the new regulations 10 increase our legal and financial compliance
-cost,~make’it more difficult to attract and retain qualified officers. and members of our board of directors '
(particularly to serve on our audit committee} and make some activities more- difficult, time consuming and
costly. We may not be able to conclude on an ongoing basis that we have effective internal control over financial

- reporting in accordance with Section 404 or our independent registered public accounting firm may not be able or
willing to issue an unqualified report on the effectiveness of our internal control over financial reporting: If we |
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conclude that our internal control over financial reporting is not effective, we cannot be certain as to the timing of
completion of our evaluation, testing and remediation actions or their effect on our operations since there is
presently no precedent available by which to measure compliance adequacy. If either, we are unable to'conclude that
‘we have effective internal control over financial reporting or our independent auditors.are unable to provide us with
an unqualified report as required by Section 404, then investors could lose conﬁdence in our reported fmancml
information, which could have a negative effect on the trading price of our stock. See Itén'1A: Risk Factors — “We
identified several significant deficiencies in our internal controls that were deemed to be material weaknesses. If we
_are unable to successfully address the-material weaknesses in-our internal:controls, our ability to report our financial
results on a tmely and accurate basis may be adversely affegted.”,, - . = | - N “

’

Item 1B: Un;'qsolved Staff Comments
* o . . } Lt
None. - . . . . . T
Item 2: Properties

~.* The followmg is'information concermng our prmc1pal properues as of December 30, 2006: . »

' T IV SRPLA R T . ' A P s Square [ o oot
Location « ., Principal Use o .. .. Footage - Ownership -
Phoenix, Arizona . .. ............ Corporate headquarters 10,342, "Le.as_edi .
Perrysburg, Ohio ...... P Manufacturing, product design,
S w.. w .7 . . engineering, research-and - ! e
L ‘ development, drsmbutlon o 383,917 - Owned -

Perrysburg, Ohio ..... !, ... r.. Warehouse ~»~' ~~wi . - 10,000 Leased” -
Frankfurt (Oder), Germany . . ... ... Manufacturing _— .. 957,665, Owned
Mainz, Germany ....... e Sales and customer support - 8, 214 Leased

: Berhn Germany B XK Government re]atlons ot ' 1 213 Leased

1

" 'On Janvary 24, 2007 we entered mto aland lease agreement on a 17 8 hectare lotin Kulrm Malaysm We plan

_to construct 2 new 100MW solar: module manufacturing plant,on the leased land: - e

4 v +

Item 3: Legal Proceedmgs

‘i . RN . .

In the ordmary conduct of our. busmess,, we are subject to periodic lawsuits, 1nvest1gatlons and claims,
including, but not limited.to, routine employment matters. Although we cannot predict with certainty the ultimate
resolution of lawsuits, investigations and claims asserted against us, we do not believe that any currently pending
legal proceeding to which we are a party will have a material adverse effect on our business, results of operations,
cash flows, or financial condition. - R ST J L P L A

. Yy - ' i N . [ R . . J

Item 4: Submtsswn af Matters t0.a Vote of Secunty -Holders - . L T

None.
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o : : PART I ' I
‘Item 5:° Market for Regwstmnt s Common Equity, Reiated Stockholder Matters and Issuer Purchases of
b - Equity Secunnes )

‘y .

[ . .o . 4

Pr:ce Range of Common Stock ' L .

Our common stock has been listed on The Nasdaq Global Market under the symbol “FSLR” since-November 17,
:2006. Prior to this time, there was no public market for our common stock. The following table sets forth the range of
high and low sales prices per share as reported on The Nasdaq Global Market for the periods indicated.

Fiscal 2006 High Low

FIrSt QUAMEL. . . ..ottt et e et et et et e e e e e e e .. NIA N/A
Second QUarer. . . . ... e N/A N/A
Third QUarter . . . .. L e e e e e e e N/A N/A
Fourth QUarter . .. ... .. ... it i e $30.00  $23.50

The closing sales price of our commeon stock on The Nasdaq Global Market was $52.06 per share on March 9,
2007. As of March 9, 2007, there were approximately 10 record holders of our common stock. This figure does not
reflect the beneficial ownership of shares held in nominee names.

Dividend Policy

We have never declared or paid cash dividends on our common stock. We currently expect to retain all
available funds and any future earnings for.use in the operation and development of cur business. Accordingly, we
do not anticipate declaring or paying cash dividends on oyr common stock in the foreseeable future.

Use of Proceeds from Initial Public Offermg

On November 16, 2006, our registration statemems on Form §-1 covering the offering of 22,942,500 shares of
our common stock, commission file numbers 333-135574 and 333-138779, were declared effective. 6,750,000 of
these shares were registered on behalf of certain of our stockholders. The bffering closed on November 22, 2006. As
of the date of filing this Annual Report on Form 10-K, the offering has terminated and ali of the securities registered
pursuant to the offering have been sold.

Credit Suisse Securities (USA) LLC and Morgan Stanley & Co. were the managing underwriters for the
offering. The total price to the public for the 16,192,500 shares that we offered and sold was $323.9 million and our
net proceeds were $302.7 million after deducting underwriting discounts and commissions of $16.6 million and

~other expenses of $4.6 miltlion. From November 23, 2006 through December 30, 2006, we used $3.8 mitlion of the
net proceeds for capital expenditures, primarily for manufacturing equipment at our Ohio plant. In November 2006,
we also repaid a loan in the amount of $26.0 million to the Estate of John. T. Walton, a related party. We intend to
primarily fund the construction of our Malaysia plant with the proceeds of our initial public offering. The total price
to the public for the 6,750,000 shares offered by the selling shareholders was $135.0 million.
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Equity Compensation Plans ..

The following table sets forth certain information, as of December 30, 2006, concerning securities authorized
for issuance under all equity compensation plans of our company:
Number of Securities

! - Number of Securities Remaining Available
to be Issued Weighted-Average for Future Issuance
. Upon Exercise of Price of Under Equity Compensation
Outstanding Options  Outstanding Options  Plans (Excluding Securities
Plan Category . and Rights(a) and Rights(b) Reflected in Column(a))(c)

Equity Compensation plans

approved by our

stockholders(l) ............ 6,529,476 $7.18 6,089,084
Equity compensation plans not . ,

approved by our stockholders — — . —
Total:. .. .......cciit, 6,529,476 37.18 6,089,084

(1) Includes our 2003 Unit Option Plan and 2006 Omnibus Incentive Compensation Plan.
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Stock Price Performance Graph d

- The fotlowing graph shows the total stockholder return of an investment of $100 in.cash on November 17,
2006, the date our common stock began to trade on the Nasdag Global Market, -through December 30 2006, for
(1) our common stock, {2) the S&P 500 Index and (3) the Russell 2000 Index. All values assume reinvestment of the
full amount of all .dlyldends No cash dividends have been declared on shares of our common stock. This
performance graph is not “soliciting material”, is not deemed filed with the SEC and is not to be incorporated by
reference in‘any filing by u$ under the Securities. Act of 1933, as amended (the “Securities Act”), or the Exchange
Act, whether made before or after the date' hereof and irfespective of any general incorporation language in any such
filing. The stock price performance shown on the graph represents past performance and should not be considered
an indication of future price performance.

200

—{3— First Solar, Inc.

- S&PS500 ! ‘
w150 |70 Russell 2000 )
% —~O~ NASDAQ Clean Edge U.S. .
= O
g 100 _C‘///?=h_—=7 AN

50 T T 1
11/17/06 11/06 12/06
11/17/06 11/06 12/06

First Solar, Inc. 100.00 | 11439 | 120.61
S & P 500 100.00 | 101.90 | 103.33
Russell 2000 10000 | 10263 | 102.97
NASDAQ Clean Edge U.S. 100.00 | 102.03 99.15

Recent Sales of Unregistered Securities

During 2006, we sold unregistered securities to a limited number of persons, as described below. None of these
transactions involved any underwriters or any public offerings and we believe that each of these transactions was
exempt from registration requirements. The recipients of the securities in these transactions represented their
intention to acquire the securities for investment only and not with a view to or for sale in connection with any

distribution thereof, and appropriate legends were affixed to the share certificates and instruments issued in these
transactions. |

In February 2006, we issued an aggregate total of 6,613,635 shares of its common stock to JWMA Holdings,
LLC, an accredited investor, at a price of $4.54 per share. The transactions were conducted in reliance upon the
available exemptions from the registration requirements of the Securities Act, including those contained in
Section 4(2).

Upon our change in corporate organization on February 22, 2006, we issued an aggregate of 51,827,318 shares
of common stock to holders of our membership units, each of which was an accredited investor, in exchange for the
contribution to us of all such membership units. In each case, these transactions were conducted in reliance upon the
available exemptions from the registration requirements of the Securities Act, including those contained in
Section 4(2).

On February 22, 2006, we issued $74.0 mitlion aggregate principal amount of convertible senior subordinated
notes due February 22, 201 1 to Goldman, Sachs &Co. On May 10, 2006, Goldman, Sachs & Co. converted all of the
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convertible senior subordinated notes into 4,261,457 shares of common stock and is now a stockholder. These
transactions were conducted in reliance upon the available exemptions from the registration requirements of the
Securities Act, including thosé contained in Section 4(2).

Purchases of Equity Securities by the Issuer and Afﬁliaie Purchases
None.

Item 6: Selected Consolidated Financial Data

The following table sets forth our selected consolidated financial data for the periods and at the dates indicated.
First Solar US Manufacturing, LLC cancelled substantially all of its minority membership units in January 2003,
leaving it as a single-member limited liability company. In the table, “Predecessor” refers 1o First Solar before
cancellation of the minority interests and “Successor” refers to First Solar after cancellation of the minority
interests.

The selected consolidated financial information for the fiscal years ended December 25, 2004, December 31,
2005 and December 30, 2006 and as of December 31, 2005 and December 30, 2006 have been derived from the
audited consolidated financial statements of the Successor included elsewhere in this Annual Report on Form 10-K.
The selected consolidated financial data for the fiscal year ended December 27, 2003 and as of December 27, 2003
and December 25, 2004 have been derived from the audited consolidated financial statements of the Successor not
included in this Annual Report on Form 10-K. The selected consolidated financial data for the year ended and as of
December 28, 2002 have been derived from the unaudited consolidated financial statements of the Predecessor not
included in this Annual Report on Form 10-K. In the opinion of management, the unaudited consolidated financial
statements have been prepared on the same basis as our audited consolidated financial statements and include all
adjustments, consisting only of normal recurring adjustments, that are considered necessary for a fair presentation
of our financial position and operating results.

"I'he information presented below should be read in conjunction with “Item 7. Management’s Discussion and

Analysis of Financial Condition and Results of Operations” and our consolidated financial statéments and the
related notes.

Predeceésor(l) Successor(1)
Years Ended Years Ended
Dec 28, Dec 27, Dec 25, Dec 31, Dec 30,
2002 2003 2004 2005 2006

' (Dollars in thousands, except per unit/share amounts)
Statement of Operations: ’ :

Netsales ......... il e L.t % 490 |°$ 3,210 $13,522  $48,063 $134,974
Costofsales. ... ........... S -7,007 . 11,495 18,851 31,483 80,730

Grossprofit (loss} .. .................. (6,517) (8,285) (5,329) -16,580 54,244
Research and development .. ............. 6,029 3,841 1,240 2,372 6,361
Selling, general and administrative ...,...... 9,588 11,981 9,312 15,825 33,348
Production start-up .. ..............c..... —_ —_ 900 3,173 11,725

Operating income (loss). . ... .. e (22,134) (24,107 (16,781) (4,790) 2,810
Foreign currency gain (Ioss) .............. : —_ - 116 (1,715 . 5544
Interest €Xpense .. ... ....c.ovvennnennn.s {4,158) (3,974) (100) (418) (1,023}
Other income (expense), net . ... .. REEEEEES " '68 38 (6) 372 1,849
Income tax expense. .. ........... PP — — — - — 5,206
Income (loss) before curulative effect’ of '

change in accounting principle. 1. ..... .. (26,224) (28,043  (16,771) (6,551 3974
Curnulative effect of change in accounting for ‘- .

share-based compensation . ............. — — — 89 —

Netincome (10s8) .. ... vvvnnen . $(26,224) $(28,043) $(16,771) $(6462) $ 3,974

Net income (loss) per unit/share data:
Basic net income (loss) per unit/share:

. Net income (loss) per unit/share. . ........ . $ (078 $ (03% 3 (0.13) § 007
Weighted average units/shares .+ ........ 36,028 ° 43,198 ¢ 48,846 56,310

Dituted net income (loss)'per unit/share: ' ' ’ ' i
Net income (loss) per unit/share. . ..., .. o $ 078 '$ ©3% $ (0.13) § 007
Weighted average units/shares ........... - o 36,028 43,198 48,846 58,255
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Predecessor(l) " Successor(1)

Years Ended Years Ended
Dec 28, Dec 27, Dec 25, Dec 31, Dec 30,
2002 2003 2004 2005 2006

(Dollars in thousands)

Cash Flow Data:
Net cash provided by (used in) operating

ACHVITIES. . .. i e e $(22,128) $(22,228) $(15,185) $ 5040 $  (576)
Net cash used in investing activities .. ... .. (3,833) (15,224) (7,790)  (43,832)  (159,994)
Net cash provided by financing activities. . .. 26,450 39,129 22,900 51,633 451,550

Predecessor(1) Successor(1)
Dec 28, Dec 27, Dec 25, Dec 31, Dec 30,
2002 2003 2004 2005 2006
(Dollars in thousands)
Balance Sheet Data: ‘ '
Cash and cash equivalents . . . .. e $ 2,050 $ 3,727 $ 3465 $ 16,721 $308,092
Accounts receivables, net. .. . .......... 201 1,907 4,393 1,098 27.966
Inventories. . . ............ ..., 2,058 1,562 3,686 6,917 16,510
Property, plant and equipment, net . . . .. .. 9,842 23,699 29277 73,778 178,868
Totalassets .. .............c.ccvuvun... 14,377 31,575 41,765 101,884 578,510
Total liabilities . ..................,. 58,005 11,019 19,124 63,490 116,844
Accruedrecycling .. ................. — — — 917 3,724
Currentdebt . ...................... — — — 20,142 19,650
Longtermdebt . .. ..., . .. .......... 50,000 8,700 13,700 28,581 61,047

Total stockholders’ equity (deficit) . ... ... {43,628) 20,556 22,641 13,129 411,440

(1) In January 2003, First Solar US Manufacturing, LLC cancelled substantially all of its minority membership
units, leaving it as a single-member limited liability company. The cancellation of substantially all of First Solar
US Manufacturing, LLC’s minority-membership units in January 2003 did not affect the results of operations,
financial condition and cash flows of the Successor. As a result, we believe that the Predecessor and Successor
financial statements are comparable. :

Item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our consolidated financial statements and the related notes included elsewhere in this
Annual Report on Form 10-K. In addition to historical consolidated financial information, the following discussion
and analysis contains forward-looking statements that involve risks, uncertainties and assumptions as described
under the “Note Regarding Forward-Looking Statements” that appears earlier in this Annual Report on Form 10-K.
Our actual results could differ materially from those anticipated by these forward-looking statements as a result of
many factors, including those discussed under “Item IA: Risk Factors” and elsewhere in this Annual Report on
Form 10-K. :

Overview

We design and manufacture solar modules using a proprietary thin film semiconductor technology that has
allowed us to reduce our average solar module manufacturing costs to among the lowest in the world. Each solar
module uses a thin layer of cadmium telluride semiconductor material to convert sunlight into electricity. We
manufacture our solar modules on a high-throughput production line and we perform all manufacturing steps
ourselves in an automated, continuous process. In 2006, we sold almost all of our solar modules to solar project
developers and system integrators headquartered in Germany. :
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Currently, we manufacture our solar modules and conduct our research and development activities at our
Perrysburg, Ohio manufacturing facility. We completed the qualification of our base plant in Perrysburg for high
volume production in November 2004. During 2005, the first full year our base plant operated at high volume
production, we reduced our average manufacturing cost per watt to $1.59, from $2.94 in 2004. Our average
manufacturing cost per watt decreased further to $1.40 in 2006. We define average manufacturing cost per watt as
the total manufacturing cost incurred during the period, including stock-based compensation expense relating to our
adoption of SFAS 123(R), divided by the total watts produced during the period. By continuing to expand globally
production and improve our technology and manufacturing process, we believe that we can further reduce our
manufacturing costs per wait. Our objective is to become, by 2010, the first solar module manufacturer to offer a
solar electricity solution that competes on a non-subsidized basis with the price of retail electricity in key markets in
the United States, Europe and Asia. To approach the price of retail electricity in such markets, we believe that we
will need to reduce our manufacturing costs per watt by an additional 40-50%, assuming prlces for traditional
energy sources remain flat on an inflation adjusted basis.

First Solar was founded in 1999 to bring an advanced thin film semiconductor process into commercial
production through the acquisition of predecessor technologies and the initiation of a research, development and
production program that allowed us to improve upon the predecessor technologies and launch commercial
operations in January 2002. From Jaruary 2002 to the end of 2005, we sold approxnmately 28MW of solar
modules. During 2006, we sold approximately 56MW of solar modules.

We converted, on February 22, 2006, from a Delaware limited liability company to a Delaware corporation.
Prior that date, we operated as a Delaware limited liability company.

Qur fiscal year ends on the Saturday on or before December 31. All references to fiscal year 2006 relate to the
52 weeks ended December 30, 2006, all references to fiscal year 2005 relate to the 53 weeks ended December 31,
20035 and all references to fiscal year 2004 relate to the 52 weeks ended December 25, 2004, We use a 13 week fiscal
quarter. '

Manufacturing Capacity

We commenced low volume commercial production of solar modules with our pilot production line in
Perrysburg, Ohio in January 2002. During 2003 and 2004, while continuing to sell solar modules manufactured on
our pilot line, we designed the base plant, a replicable, high-throughput production line. We ultimately merged most
of the equipment from the pilot line into the base plant, completing the qualification of the base plant for full volume
production in November 2004. The base plant has an expected annual capacity of 25MW. In February 2005, we
commenced construction of two additional 2SMW production lines at our Perrysburg, Ohio facility, which we refer
to as our Ohio expansion. We completed the qualification of the Ohio expansion for full volume production in
August 2006. During the construction of the Ohio expansion, we improved certain aspects of the base plant,
including the building design and layout and the design and manufacture of certain production equipment. Qur two-
line Ohio expansion represents a *‘standard building block™ for building future production facilities or expansions of
our existing production facilities. ' '

In February 2006, we commenced construction of our German plan, a new manufacturing facility located in
Frankfurt (Oder), in the State of Brandenburg, Germany that will house four 23MW production lines for a total of
100 MW name plate capacity. We anticipate completing the qualification of the German plant for full volume
production during the second half of 2007. On January 24, 2007, we entered into a lease for a site in the Kulim Hi-
Tech Park in Kadah State, Malaysia where we plan to start construction of a four line 100MW plant in the second
quarter of 2007.
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- The following table summarizes our current and in- process production capacity:

Annual Production Capacity of . Foatinn
Number of Manufactunnlg nFaCIE?;; l!; ° D%zn?;aeltgc%;lron
. Production. Number of Solar. Full Volume
Manufacturing Facility Lines Modules . =~ Watts Production
Base plant ... ................ Co 400,000 , 25SMW November 2004
Ohio expansion . «.......... .. 2 800,000 S50MW - August 2006
Germanplant. ............ o 4 1,600,000 . 100MW  Second half of 2007(2)
" Malaysia plant........ DU 4 - 1,600,000 © - 100MW  Second half of 2008(2) .
Total Current and Planned. . . . .. . 11 4:,400,000. . 275MW ' ‘

(1} The annual capacity of our manufacturing facilities is based on an annual run rate of 400,0‘00’solar modules per
production line and a power rating of approxnmately 62 watts per solar module.

(2) Ant1c1pated

Each production line currently has an annual production capacity of 400,000 solar modules, representing
25MW. We anticipate that we will be able to increase both the run rate and MW volume of our existing production
lines through our continuous improvement program. For example, we increased the average conversion efficiency
of our solar modules from approximately 7% in 2003 to approximately 9% at the end of 2006, thereby increasing the
number of sellable watts per solar module from approximately 49 watts to approximately 64 Watts.

Financial Operations Ovemew

The following descnbes certam line items in our statement of operatlons and some of the factors that affect our
operating results.

Net Sales

We generate substantially all of our net sales from the sale of solar modules. Over the past three years, the main
constraint limiting our sales has been production capacity as customer demand has exceeded the number of solar
modules we could produce. We price and sell our solar modules per watt of power. For example, our average sales
price was $2.39 per watt during.the 2006. As a result, our net sales can fluctuate based on our output of sellable
watts. We currently sell -almost all of our solar modules to solar project developers and system integrators
headquartered in Germany, which then resell our solar modules to end-users who receive government subsidies. Qur
net sales could be negatively impacted if legislation reduces the current subsidy programs in Europe, the
United States, or Asia or if interest rates increase, which could impact our.end-users’ ability to either meet their
target return on investment or finance their projects.

in April 2006, we entered into contracts for the ‘purchasé and sale of our solar modules with six Exropean
project developers and system integrators. We refer to these as our “Long Term Sales Contracts”. These contracts
account for a significant portion of our planned production over the-peried from 2006 through 2012 and therefore
will significantly affect our overall financial performance. The initial terms of the Long Term Sales Contracts
allowed us to deliver 795MW of solar modules from 2006 through 2011, which would generate €1.2 billion
($1.6 billion at an assumed exchange rate of $1.30/€1.00) of sales over that period based on the contractual pricing.

In December 2006, we exercised our option under each of the Long Term Sales Contracts to increase the sales
volumes that we can deliver, starting in 2008 and to extend each contract through 2012. We also amended the Long
Term Sales Contracts with four of our customers in January 2007 to further increase the sates volumes that we can
deliver over the duration of each contract. As a result of the option exercises and amendments as of January 9, 2007
our long term supply contracts allowed for approximately €2.3 billion ($3.0 billion at an assumed exchange rate of
$1.30/€1.00) in sales from 2006 to 2012 for the manufacture and sale of a total of 1,554MW of solar modules, of
which 50MW was sold in 2006.

Our Long Term Supply Contracts require us to deliver solar modules each year that, in total, meet or exceed a
specified minimum average number of watts per module for the year. We are required to increase the minimum
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‘average number of watts per module by approximately 5% annudlly between 2007 and 2009; and then by an
‘additional 3% for modulés delivered in 2012, If we are unable to meet the minimium average annual number of watts
‘per-module in a given year, we will'be in breach of the agreements, €ntitling our customeérs to certain remedies,
potentially including the right to terminate their Long Term Supply Contracts. In addition, our Long Terin Supply
Contracts specify a sales price per watt that declines by approximately 6.5% each year through the expiration date of
the contract in 2012. Because these sales prices under our Long Term Sales Contracts are fixed and have the built-in
decline each year, we cannot pass along any increases in manufacturing costs to our customers. Although we believe
that our total manufacturing costs per watt will decline at the same rate or more rapidly than our prices under the
Long Term Sales Contracts, our failure to achieve our manufacturing cost per watt targets could result in a reduction
of our gross margin. The annual 6.5% decline in the sales price under the Long Term Sales Contracts will reduce our
net sales by approximately 5-6% each year, assuming that rated power of our solar modules remains flat and will
impact our cash flow accordingly. As a result;.our gross profit and gross margin could decline if we are unable to
reduce our manufacturing cost per watt by at least the same rate as the contractual prices decrease. Furthermore, the
sales prices under the Long Term Sales Contracts are denominated in Euros, exposing us to risks from currency
exchangc rate fluctuations. . . “ A oL r

Under the Long Term Sales Contracts startmg in April 2006, we transfer title and risk of loss to the customer
and recognize revenue upon shipment, Under our customer contracts in effect prior to April 1, 2006, we did not
transfer title or risk of loss, or recognize revenue, until the solar modules were recewed by our customers. Our
customers “do not have extended payment terms or rights of return’ under these contracts

.

We retain the right to terminate the Long Term Sales Contracts upon 12 months riotice and the payment of a
‘termination fee if we determine that any of the following material adverse changes have occurred: new laws, rules or
regulations with respect to our production, distribution, installdtion, or reclamation and recycling program have a
substantial adverse impact on our business; unanticipated technical or operational issues result in our experiencing
widespread, persistent quality problems or the inability to achieve stable conversion efficiencies at planned levels;
or extraordinary events beyond our control substantially increase the cost of our labor,'materials, or utility expenses
or significantly reduce our throughput. The average termination fee under those agreements was €2.8 million
($3.6 million at an assumed exchange rate of $1.30/€1.00) under the initial contracts and is now €3.§ million
{$4.9 million at an assumed exchange rate of $1.30/€1. 00) following our exercise of the option to increase our
volume commitments. : Co . ‘ o

Y " ‘
. Our customers are cntltled to certain rcmedres in the event of missed delrvenes of kilowatt, volume. These
dellvery commitments are established through rollmg four, quarter forecasts to be negotiated with each of the
customers and define the specific quantities to be purchased ona quarterly basis and the schedules of the individual
shipments to be made to the customers. In the case of a late delivery, our customers are entitled to a maximum
charge of up to 6% of the delinquent revenue. If we do not meet our annual minimum volume shipments or the
minimum average watt per module, our customers also have the right to terminate these contracts on a prospective
basis. - _ . - . “ St
' We estimate that the total sales volume under our Long Term Sales Contracts will account fof approximately
two-thirds of our pl'anned production volumes from our base plant in Ohio, Ohio expansion plant and German plant
and also some of our planned productiod froi our Malaysian plant. We spent $70.1 million in capital expénditures
for the Ohio expansion. We are committing $150.0 million for the build-out of our German plant through 2007 and
antrcrpatc that the build-out of our Malaysian plant will requ1re approximately $150.0 million through 2008.

The information about our Long Term Supp]y Contracts.in the precedrng paragraphs is 1ntended to summarize
the financial terms of the Long Term Supply Contracts and is not intended to provide guidance about our future
:operating results, including revenues or profitability. TR o -

No single customer accoimnted for more thari*20% of our net salés in 2006. ~ "* - '
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Cost of sales : ,
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Our cost of sales includes the cost of raw materials, such as tempered back glass TCO coated front glass,
cadmium telluride, EVA laminate, connector assemblies and-laminate edge seal. Our total.material cost per'solar
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module has been stable over the past three .years, even though the cost of tellurium, a component of cadmium
telluride, increased by approximately three times from 2003 to 2006. The increase in the cost of tellurium did not
have a significant impact on our total raw material cost per solar module because raw tellurium represents a
relatively small portion of our overall material and manufacturing costs. Historically, we have not entered into long
term supply contracts with fixed prices for our raw materials. In 2006, however, we entered into a multi-year
tellurium supply contract in order to mitigate potential cost volatility and secure raw material supplies. We expect
our raw material cost per watt to decrease over the next several years as costs per solar module remain stable and
sellable watts per solar module increase. .

Other items contributing to our cost of sales are direct labor and manufacturing overhead such as engineering
expense, equipment maintenance, environmental health and safety, quality and production control and procure-
ment. Cost of sales also includes depreciation of manufacturing plant and equipment and facility related expenses.
In addition, we accrue warranty and end of life reclamation and recycling expenses to our cost of sales.

We implemented a program in 2005 to reclaim and recycle our solar modules after their use. Under our
reclamation and recycling program, we enter into an agreement with the end-users of the photovoltaic systems that
use our solar modules. In the agreement, we commit, at our expense, to remove the solar ‘modules from the
installation site at the end of their use and transport them to a processing center where the solar module materials
and components will be recycled and the owner agrees not to dispose of the solar modules except through our
program or another program that we approve. The photovoltaic system owner is responsible for disassembling the
solar modules and packaging them in containers that we provide. At the time we sell a solar module, we record an
expense in cost of sales equal to the present value of the estimated future end of life obligation, We record the
accretion expense on this future obligation to selling, general and administrative expense.

Overall, we expect our cost of sales per watt to decrease over the next several years due to an increase of
sellable watts per solar module, an increase in unit cutput per line, geographic diversification and more efficient
absorption of fixed costs driven by economies of scale.

Gross profits are affected by a number of factors, including our average selling prices, foreign exchange rates,
our actual manufacturing costs and the effective utilization of our production facilities. For example, our long term
customer contracts specify a sales price per watt that declines 6.5% each year. Another factor impacting gross
profits is the ramp of production due to a lesser absorption of fixed cost until full producnon volumes are reached.
As a result, gross profits may vary from quarter to quarter and year to year. ’

Research and development

Research and development expense consists primarily of salaries and personnel-related costs and the cost of
products, materials and ocutside services used in our process and product research and development activities. In
2006, we began adding equipment for further process developments and recording the depreciation of such
equipment as research and development expense. We may also allocate a portion of the annual operating cost of the
.Ohio expansion to research and development expense.

We maintain a number of programs and activities to improve our technology in order to enhance the
performance of our solar modules and manufacturing processes. As of December 30, 2006, we had a total of
34 employees working on these research and development activities. In addition, we maintain active collaborations
with the National Renewable Energy Laboratory (a division of the Department of Energy), Brookhaven National
Laboratory and several universities. We report our research and development expense net of grant funding. During
the past three years, we received grant funding that we applied towards our research and development programs. We
received $1.0 million in research and development grants during 2004 and $0.9 million each during 2005 and 2006.
We expect our research and development expense to increase in absolute terms in the future as we increase
personnel and research and development activity. Over time, we expect research and development expense to
decline as a percentage of net sales and on a cost per watt basis as a result of economies of scale.
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. Selling, general and administrative o '

Selling, general and admmlstranve expense consists prlmanly of salaries and other personnel-related costs,
professional fees, insurance costs, travel expense and other selling expenses. We expect these expenses to increase
in the near term, both in absolute dollars and as a percentage of net sales, in order to support the growth of our
business as we expand our sales and marketing efforts, improve our information processes and systems and
implement the financial reporting, compliance and other infrastructure required for a public company. Over time,
we expect selling, general and administrative expense to decline as a percentage of net sales and on a cost per wati
basis as our net sales and our total watts sold increase.

Production start-up

Production start-up expense consists primarily of salaries and personnel-related costs and the cost of operating
, a production line before it has been qualified for full production, including the cost of raw materials for solar
modules run through the productlon line during the qualification phase. It also includes all expenses related to the
selectlon of a new site and the related legal and regulatory costs and the costs to maintain our plant repllcauon
program, to the extent we cannol capitalize these expenditures. We incurred production start-up expenses of
$3.2 million in fiscal year 2005 and '$11.7 million during fiscal year 2006 in connection with the qualification of the
Ohio expansion and the planning and preparation for operation of the German plant. We also expect to incur
significant production start-up expenses in fiscal year 2007 in connection with the German plant and the Malaysian
plant. In general, we expect production start-up expenses per production line to be higher when we build an entire
new manufacturing facility compared to the addition of a new production line at an existing manufacturing facility,
primarily due to the additional infrastructure investment required. Over time, we expect production start-up
expenses to decline as a percentage of net sales and on a cost per watt basis as a result of economies of scale.

- Interest expense , .

Interest expense is associated with various debt financings. See : “Debt and Credit Sources”.

Fore:gn currency gain (loss)

+

Foreign currency 'gain (loss) consists of gains and losses resulting from holding assets and liabilities and
conducting transactions denominated in currencies other than our functional currency, the U.S. dollar. :

Other income (expense) ‘ . ) Con

. Other income (expense), net consists primarily of interest earned on cur cash and cash equivalents and short-
term investments.

Income Taxes

First Solar, Inc., a Delaware corporanon was incorporated on February 22, 2006. As a Delaware corporation,
we are subject to federal and state income taxes, Prior to February 22, 2006, we operated as a Delaware limited
liability company and were ‘not subject to state or federal income taxes. As a result, the annual historical financial
data included in this Annua) Report on Form 10-K does not reflect what our financial posmon and results of
Operatlons would have been, had we been a taxable corporation for a full fiscal year.

On December 30, 2006, we had non-U.S. net operating loss carry-forwards of $6.4 million, which have an
unlimited expiration period, compared to $3.4 million on December 31, 2005. Our ability to use these net operating
loss carry-forwards is dependent on our ability to generate taxable income in future periods and subject to certain
international tax laws. ‘ . . . , :

Certain of our non-U.S. subsidiaries are subject to income taxes in their foreign jurisdictions. We expect the tax
consequences of our non-U.S. subsidiaries will become significant as we expand our non-U.S. production capacity. -

We recognize deferred tax assets and liabilities for differences between financial statement and income tax
bases of assets and liabilities. We provide valuation allowances against deferred tax assets when we cannot conclude
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that it is more likely than not that some portion or all of the deferred tax assets will be realized. As of December 30,
2006, we had net deferred tax assets of $54.9 million, consisting primarily of tax-basis goodwill, property, plant and
equtpment economrc development fundrng and sltare based compensat}on ‘As of Décember 31, 2005 we had a
'deferred tax’ asset of $1.9 miliion consrstmg pnmanly of non- -U.S. net opérating loss’ carry—forwards We have
recorded a full valithtioni atlowancé’ agamst our net deferred tax assets because we determlned that i rt is more likely

‘than nét that our net’ deferred tax assets will not be reallzed AL ©oeean
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Critical Accounting Policies and Estimates BRERE

In preparing our financial statements in conformity with gererally accepted accounting principles ‘in the
. I'.lnlte_d States (GAAP) we make esttmates and assumpuons about future events that affect the amounts of reported
, assets, habnlmes revenues’ and expenses as well as the dtsclosure of contmge_nt habllltles in"our financial
statements aid the related notes thereto Some’ of our accountmg pohcres require the apphcatron of srgntf‘ cant
_]udgment by management in the selectlon of appropnate assurnptlons for dbternunmg these estimates. By the1r
nature these | Judgments are sub]ect to an inherent degree of uncertamty As aresult,'we cannot assure you that actual
results( wr]l not drffer srgnrﬁcantly froin estimated results. We base our Judgments ‘angd estimates on our hrstoncal
expenence on our forecasts and’ on other avatlable 1nformatton as appropnate Our srgmﬁcant accounttng pol1c1es
are further descnbed m Note 2 to our consoltdated ﬁnancral statements 1ncluded e]sewhere in thls Annual Report on
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n A Our chitici accounting poltcres ‘and estimates, which rel]mre the most’ srgmﬁcant management estimates and
Judgment in determrnrng amounts reported in our consohdated f'mancral statements mcluded elsewhere in 'this
Annual'Réport ' on' Form '10-K are as follows: e ' SRR

Revenue recognition. 'We recognize revenue when persuasive evidence of an arrangement exists, delivery of
the product has occurred, title and risk of loss has passed to the customer, the sales pnce is fixed or deterrnmable and
collectibility of the resultmg receivable is reasonably assured. In accordance with this policy, we record a trade
receivable for the selling price of our preduct and reduce inventory for the cost of goods sold when dehvery occurs
in accordance with the terms of the respective sales contracts. Our only significant revenue generatmg ‘activity is the

~.sale of our.dingle type of solar module. We are-able to determine that the criteria for revenue recognition have been
met by examining.objective. data‘and ‘the' only estimates. that ‘we 'genérally have to make regarding revenue
recognition pertain to the collectibility of the resulting receivable. We have not experienced significant variability in
our collections because we have historically sold our solar modules primarily to six well-established customers,
™ End of life reclamation and recycling. " At the tithé of sale, 'we recogiize an ‘expense for the estimated fair
value of our future obligation for reclaiming and recycling the solar modules that we have sold once they have
reached the end of their useful lives. We base our estimate of the fair value of our reclamation and recycling
obligations on the present value of the expected future cost of reclaiming and recycling the solar modules, which
rncludes the cost of packaging the solar module for transport, the cost of freight from the solar module s installation
srte to a recyclmg center and the material, labor and capital costs of the recyelmg process and an estimated third-
party'proﬁt margm and return on nsk rate for such services. We based thrs estrmate on our expertence reclarmmg
and recyclmg our solar modules and on our expectatlons about future developments in recyclmg technolog1es and
' processes "and about economrc COllCllthIlS at, the time the sojar modules w1ll be reclaimed ‘and recycled In the
periods between the time of our sales and our settlement of the reclamation and recycling oblrgauons we accrete the
- carrying amount of the associated liability by applying the discount rate used in its initial measurement. We charged
$0.9 million and $2.5 million to cost'of salés.for the fair value of our reclamation and recycling obligation for solar
- module$ 'soldduring the years ended December 31, 2005 and December 30, 2006, respectively. During both the
years ended December 31, 2005 and December 30, 2006, the accretion expense on our reclamation and recycling
obltgatrons was msrgmﬁcant An increase of 10% or a decrease of 10% in our estimate of the future cost of
’ reclatmmg and recyclmg each so]ar module would result in al0%i increase or ‘decrease, respecuvely, in our annval
réclamation and recycltng cost accrual a 10% increase in the raté we use to discount the future estimated cost would
-result in a 9% decrease in our estimated costs; and a 10% decrease.in the rate would result in a 10% increase in the
COost:- A | L. . L e e e I ’t -.h
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' n.Product warranties. We provide atlimited warranty to thie original purchasers of our soldr modules for five
years following delivery for defects in materials and. workimanship under normal use and service conditions. We.
also warrant to the original purchasers of our solar modules-that solar. modules installed in accordance with .
agreed-upon  specifications will produce at.least 90% of their initial power output rating during the first 10.years
following their installation and at least 80% of their initial power output rating during the fotlowing 15 years. OQur
warranties may be transferred from the original purchaser of: our 'solar ‘modules to a subsequent'purchaser. We
accrue warranty costs when we recognize sales, using amounts estimated based on our historical experience with -
warranty claims, our momtonng of field installation sites and in-house testing. During the year ended December 31,
2005, we reduced our estimate of our product warranty llablllty by $l 0 million because lower manufactunng costs
reduced our estlmate of the cost reqmred tcz replace our solar modules under warramy Durlng the year ended

December 30, 2006, no further sngmﬁcam adjustment to this estlmate was requnred e } '

+* Stock-based compensation. In December 2004, the FASB issued SFAS 123(R), which requires companies to *
recognize compénsation expé’nse fot all stock-based payments to employees, including graiits of employée: stock '
options, in their statements of operations based on the fair value of the-awards and we adopted SFAS 123(R) during *
thelfirst quarter-of the year'ended December 31, 2005 using the “modified retrospective” method of transition. In :
March 2005, the Securities and Exchange Commission (SEC) issued Staff Accounting Bullétin No't(SAB) 107,
which provides guidarice régarding the implementation of SFAS 123(R). Ini particular, SAB 107 provides guidafice
regarding calculating assumptionis used in stock-baseéd compensation valuation models, the classification of stock-'"
based compensation expense, the capitalization of stock-based compensation costs and disclosures in manage-
ment’s discussion and analysis in filings with the SEC. RN VS KL

Determining the ‘appropriate fair-value modet and calculatinlg ‘the fair value' of'stock-based awards at the'date
of grant using thé valuation mbdel requires judgment. We use' the Black-Scholes-Merton valuation -formula-to
estimate the fair value of employee stock options, which is consistent with the provisions of SFAS No. 123(R).
Option pricing . models, including the Black-Scholes-Merton formula, require the use of input assumptions,
including expected volatility, expected term, expected dividend rate and expected risk-free rate of return. Because
our stock has only recently become publicly traded, we do not havé a meaningful observable share-] pnce volatility;
therefore, we estimate our expected volatility based on that of similar publicly-traded companies and expect to
continue to do so until such time as we might have adequate historical data from our own’traded share price! We
estimated our options’ expected terms using our best estimate of the period of time from the grant date.that we
expect the options to remain outstanding. If we determine another method to estimate expected .volatility or
expected term is more reasonabie than our current methods, or if another method for calculatmg these input
assumptions is prescribed by authoritative guidance, the fair value calculated for future stock- based awards could
change SIgmﬁcanlly from those used for past awards, even if the critical terms of the awards aie sirilaf. ngher
volauhty and expected terms result in an increase to stock-based compensation determined at the daté of graiit. The
expected dividend rate and expected risk-free rate of return are not as significant to the calculationof fair-value.

In addition, SFAS No. 123(R) requires us to develop an esnmate of the number of stock based awards which
will be forfeited due to employee turnover. Quarterly changes in the éstimated forfeiture rate can have a srgmﬁcant
effect on reported stock-based compensation, If the actual forfeiture rate is higher than the estimated forfeiture rate,
then an adjustment is made to increase the estimated forfeiture rate, which will result in a decrease to the expense
recognized in the financial statements during the quarter of the change. If the actual forfeiture rate is lower than the
estimated forfeiture rate, then an adjustment is made to décredse the estimated forfeiture rate, which will result'in an
increase to the expense recognized in the financial statements, These adjustments affect our cost of sales, research
and development expenses and selling, general and administrative expenses. During the year ended December 30,
2006, the adjustments to our forfeiture rate estimates reduced our share-based compensation expense by $0.6 mil-
lion; adjustments to our forfeiture rate estimates did not have a significant impact on our financial statements for any
prior year. The expense we recognize in future periods could differ significantly from the current period-and/or our
forecasts duc to adjustments in the est1mated forfelture rates

'Valuation of Long-Lived Assets:. Our long-lived assets iriclude manufactunng eqmpment and fac:llmes Our
business requires significant investment in.manufacturing facilities that are technologically advanced but that. may
become obsolete through changes in our industry or the fluctuations in demand for our solar modules: We account
for our long-lived tangible assets and definite-lived intangible assets in accordance with'SFAS 144, Accounting far,.
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the Impairment or Disposal of Long-Lived Assets. As a result, we assess long-lived assets classified as.“held and
used” (including our property, plant and equipment) for impairment whenever events or changes in-business ,
circumstances arise that may indicate that the carrying amount of the long- lived assets may not be recoverable.
These events would include significant current period operating or cash flow losses combined with a history of such
losses, significant changes in the manner of use of assets and significant negative industry or economic trends. We '
evaluated our long-lived assets for impairment during 2006 and did not note any triggering events that the carrying
values of .these assets are not recoverable. , : S

. Accounting for Income Taxes. We account for income taxes using the asset and liability method, in,
accordance with SFAS 109, Accounting for Income Taxes. We operate in multlplc taxing jUﬂSdlCtlDl’lS under
several legal forms. As a result, we are sub_]ect to the jurisdiction of a namber of U.S. and non-U.S. tax authorities
and to tax agreements and treaties among these governments. Qur operations in these different jurisdictions are
taxed on various bases, including income before taxes calculated in accordance with jurisdictional regulations.
Dctenmmng our taxable income in any jurisdiction requires the interpretation of the relevant tax laws and
regulations and the use of estimates and assumptions about significant future events, including the following: the
amount, timing and character of deductions; permissible revenue recognition methods under the tax law; and the
sources and character of income and tax credits. Changes in tax laws, regulations, agreements and treaties, currency
exchange restrictions, or our level of operations or profitability in each taxing jurisdiction could have an impact on
the amount of income tax assets, liabilities, expenses and benefits that we record during any given period.

Results of Operations y '

The following table sets forth our consolidated statements of operations for the periods indicated as a
pcrccntage of net sales for the years ended December 25, 2004, December 31, 2005 and December 30, 2006:

. . 2004 2005 2006
Netsales ............... P S 100%  100% 100%
Cost of sales ......... T e 1394%  655% 59.8%
GrOSS PIOFt (I0SS). . -+ . v v e v e e e e e et  (394)% 345% 402%

. Research and development . . ... .......... e e 9.2% 50% 4.7%
Selling, general and administrative . .. .. e e © 689% 329% 247%
Production start-up expense ............. e T 6.6% 6.6% 87%
Operating income (10s§) ." . ... . ... U . 124.1)% (10.0)% 2.1%
Foreigr{ currency gal:n oss) .. .............. AU o 09% (o) 4.1%

" INIETESE EXPENSE .+ .+ -« o e e et e e ©08)% (09% (0.8)%
. Other income (EXPENSE) .. ..ttt vt i i it 0.0% 09% 1.4%
InCome taX @XPense . .. ... ..ttt e — — 3.9%

Cumulative effect of change in accounting for share-based ’
COMPENSALION . .. ..ot ittt aen s —_ 02% —
Net income (I0SS) . . . .« oo oovurenenin e aaae e (1240% (134% 29%
Fiscal lfears Ended December 30, 2006 and Decem_ber 31, 2005
Net sales
Year Over
2005 - 2006 Year Change
.4 : (Dellars in thousands}
Netsales ........ e e e e e $48,063 $134974 $86,911 . 181%

The increase in our net sales was due primarily to a 184% increase in the MW volume of solar modules sold in
2006 compared to 2005. We were able to increase the MW volume of solar modules sold primarily as a result of
higher throughput, our conversion from a five day to a seven day production week and the full production ramp of
our Ohio expansion. In addition, we increased the average number.of sellable watts per solar module from
approximately 59 watts in 2005 to approximately 63 watts in 2006. The increase in net sales was partially offset by a
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decrease in the average selling price per watt from $2.43 in 2005 to $2.39 in 2006. Our average selling price was
positively impacted by $0.05 due to a favorable foreign exchange rate between the U.S, dollar and euro. Strong
demand from other customers allowed us to reduce our dependence on our largest customer from 45% of net sales in
2005 to 19% of net sales in 2006. In both periods, almost all of our net sales resulted from sales of solar modules to
customers headquartered in Germany. '

Cost of sales

Year Over
2005 2006 Year Change
{Dollars In thousands)
Costofsales. .......... . ... it innrernn, $31,483  $30,730 $49,247 156%

Goofmetsales. ... ... .. s 65.5% 59.8%

Direct material expense increased $21.6 million, warranty and end of life costs relating to the reclamation and
recycling of our solar modules increased $3.7 million, direct labor expense increased $3.9 niillion and sales freight
and other costs increased $1.2 million, in each case, primarily as a result of higher production volumes during 2006
compared to 2003. In addition, manufacturing overhead costs increased by $18.9 miltion, which was primarily
comprised of an increase in salaries and personnel related expenses of $8.7 million, including $3.3 million stock-
based compensation expense, resulting from the conversion from a five day to a seven day production week and the
overall infrastructure build-out of our Ohio expansion, an increase in facility related expenses of $4.3 million and an
increase in depreciation expense of $5.9 million, primarily as a result of additional equipment becoming operational
at our Ohio expansion.

Gross profit
' Year Over
2005 2006 Year Change
(Dollars in thousands)
Grossprofit .. ... .. e e $16,580 $54244 337664 221%
BrOSS Margin %o . ... ... ..t e e 34.5% 40.2%

Gross profit increased by $37.7 million, or 227%, from $16.6 million in 2005 to $54.2 million in 20086,
reflecting an increase in net sales. As a percentage of sales, gross margin increased 570 basis points from 34.5% in
2005 to 40.2% in 2006, representing increased leverage of our fixed cost infrastructure and scalability associated
with our Ohic expansion, which drove a 184% increase in the number of MW sold:

Research and development

Year Over
2005 2006 Year Change
(Dollars in thousands)
Research and development . .. ......................... $2,372  $6,361 $3980 168%

Fo of NEt SAlES . .. o\ttt e 5.0% 4.7%

The increase in research and development expense was primarily the result of a $3.2 million increase in
personnel related expense, which included stock-based cofpensation expense of $2.3 million in 2006 compared to
$0.6 million for the same period in 20085, due to increased headcount and additional option awards, Consulting and
other expenses also increased by $0.7 million and grant revenue declined by $0.1 million in 2006 compared to 2005.

Selling, general and administrative

Year Over
2005 2006 Year Change
) (Dollars in thousands)
Selling, general and administrative ... ................ $15,825 $33,348 $17,523 11i%

% of netsales. ........ e e e e e e e 329% @ 24.7%




. Selling, general and administrative expense increased primarily as a.result of an increase in salaries and
personnel-related expenses of $12.0 million, due to increased headcount and an increase in stock-based compen-
sation from $3.4 million in 2005.compared to $5.3 million in 2006. In addition, legal and professional service fees
increased, by $4.8 million and'other expenses increased by $0.7 million during 2006 primarily resulting from

expenses incurred in connection with being a public company.

Production start-up

- e Year Over
Va - 2005 2006 Year Change
R {(Dollars in thousands)
Production start-up. . .. ... ... i $3,173  $11,725  $8,552 270%

% of net sales .. ... e e e 6.6% 8.7%

In 2006, we incurred $11.7 million of production start-up expenses to qualify our Ohio expansion and ramp our
German plant, mcludmg related legal and regulatory costs and increased headcount, compared to $3.2 million of
producuon start-up expenses for our Ohio expansion during 2005. Production start up expenses are pnmanly
attributable to the cost of labor and material to run,and quahfy the line, related facility expenses and management of
our repllcau_on process. . o . o
AP A T

i o4t e . ' A A
Foreign exchange gain (loss) | o . e e .

N et oL e AL Year Over
2005 2006 .. Year Change
{Dollars in thousands)
Foreign exchange gain (loss) .. . .......... ... . oo 0s. $(1,715) $5544 $7,259 NM.

Foreign exchange gain increased by $7.3 million from 2005 to 2006 primarily as a result of favorable currency
translation between the U.S. dollar and the euro.

T ouoe
Interest expénse ‘
: : Year QOver
o . . 2005 2006 Year Change
e - . ot {(Dollars in thousands)
| Interest experise /... L s@s) s 023) $(605) N.M. "

oot I i1 +

Imerest expense mcreased by $0.6 million from 2005 to 2006 pnmanly asa result of increased borrowings
associated with our German plant financing. In 2006, we capitalized $3.3 million of interest expense to construction
in progress compared to $0.4 million in 2005. .

Other income ( expense), net -

‘o Year Over
Ry ) 2005 2006 Year Change
‘ (Dollars in thousands)
Other income (expense) 11 A $372  $1,849 $1 477  397%
The i mcrcase in other i mcome of $1 5 mllllon was primarily due to mcreased interest 1ncome resulting from
hlgher cash balances resu]tmg from our initial public offering in the fourth quarter of 2006.
' ' . - ('J' I'l-l . (l‘ '... o . ' ' .
Income tax expense
. Year Over . . ,
2005 2006 Year Change
.o . (Dollars in thousands)
Income tax expense : .. . ... s .' ....................... $— $5206 $5206 NM.

The increase 'in income tax expense was the result of a change in corporate form from a LLC to a
C-corporation, profitability in 2006 and continued full valuation allowance against our deferred.tax assets.
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Cumulative effect of change in accounting for share-based compensation

v Year Over
2005. , 2006 Year Change

(Doltars in thousands)

Cumulative effect ... ... .. . i e 389 $— 389 NM.

The adoption of SFAS 123(R) required a change in the method used to estimate forfeitures of employee stock
options and resulted in a one-time cumulative effect of $0.1 million in the first quarter of 2005.

Fiscal Years Ended December 31, 2005 and December 25, 2004

Net sales '
Year Over
2004 - 2005 Year Change
) (Dollars in thousands)
Netsales ... ..t el oL o. 313522 $48.063 - 334541 255%

Of the increase in our net sales, $26.8 million was due to an increase in the MW volume of solar modules sold
from 2004 1o 2005. We were able to increase the MW volume of solar modules sold primarily because of increases
in production capacity and sellable watts per solar module. In November 2004, we completed the qualification of
our base plant for full volume production and then operated the base plant at a high-throughput production rate for
all of 2005. In addition, we increased the average number of sellable watts per solar module from approximately
55 Watts in 2004 to approximately 59 Watts in 2005, resulting in an increase of $3.5 million in net sales, As a result
of strong customer demand and the increased number of sellable watts per solar module, we increased the average
sales price per Watt from $2.22 in 2004 to $2.43 in 2005, which increased net sales by $4.2 million, Strong demand
from our other customers also allowed us to reduce our dependence on our largest customer from 68.1% of net sales
in 2004 to 45.1% of net sales in 2005. In 2005, 99.6% of our net sales resulted from shipments of solar modules to
Germany, compared to 94.7% of our net sales in 2004,

[ -
]

Cost of sales

Year QOver

! l S 2004 2005 Year Change
' ' * " (Dollars in thousands)
Costofsales . ... ... e $18,851 $31,483 $12,632 67%

Goofnetsales .......... . . 139.4% 65.5%

The increase in our cost of sales was due primarily to higher raw material costs required to support the higher
production volumes from the base plant. Direct materials increased by $7.3 million from 2004 to 2005. On a cost per
solar module and cost per watt basis, raw material costs declined slightly from 2004 to 2005, primarily because of
improved manufacturing yields and conversion efficiency. In addition, direct labor increased by $0.6 million and
manufacturing overhead costs increased by $4.7 million from 2004 to 2005. This increase was driven by higher
engineering expense, increased equipment maintenance and infrastructure build-out and stock-based compensation
expense. Manufacturing overhead included $0.8 miilion of stock-based compensation expense in 2005 compared 1o
$0.1 million in 2004. Depreciation expense also increased by $1.4 million from 2004 to 2005 as a result of
depreciating the base plant for the entire fiscal year. We expensed $1.5 million less warranty and end of life program
expenses in 2005 than in 2004, as a result of corrective actions implemented against production material defects
encountered in 2004 and lower overall unit production costs.

Gruss profit (loss)

Year Over
2004 2005 Year Change
(Dollars in thousands)

Gross profit (loss) . . ................. TP $(5,329) $16,580 $21,909 N.M.
grossmargin %. . . ... ... e (39.4)% 34.5% :




Gross profit increased primarily as a result of increased sales volumes. Our gross margin improved from a
negative 39.4% in 2004 to a positive 34.5% in 2005, because of improvements in our average sales price per watt, an
increase in overall sellable watts due to efficiency gains and the economies of scale we realized from operating the
base plant at full volume production through most of 20035, !

Research and development .

! Year Over
2004 2005 Year Change
) (Dollars in thousands)
Research and development . ... ... ... vin i $1,240 $2,372  $1,132 91%.

Goof netsales ..o v ittt it e e e 9.2% 5.0%

The increase in research and development expense was primarily due to an increase of $0.4 million in our
development staffing during 2005, an increase of $0.5 million due to higher stock-based compensation expense and
an incréase of $0.2 million due to an increase in consulting fees offset by a reduction of $0.1 million in facility
expense. In addition, our grant revenue declined by $0.! million in 2005, compared to 2004. Research and
development expenses included stock-based compensation expense of $0.6 million and $0.1 million in 2005 and
2004, respectively.

Selling, general and administrative

Year Over
2004 2005 Year Change
(Dollars in thousands)
Selling, general and administrative . . ............ ... ..... $9,312 $15825 $6,513 70%

%bofnetsales ............ e e e 68.9% 32.9%

$2.2 million of the increase in our selling, general and administrative expenses was the result of increased
staffing levels, primarily in sales and marketing, to support higher sales volumes in Germany. In addition, spending
for professional services increased by $1.0 million, travel expenses increased by $0.4 million and facilities expense
increased by $0.5 million in 2005 compared to 2004. Stock-based compensation expense increased by $2.4 million,
from $1.0 million in 2004 to $3.4 miilion in 2005.

Production start-up

Year Over
2004 2005 Year Change
. (Dollars in thousands)
Production start-up . ... ......... [ $900 $3,173  $2,273  253%

Tofnetsales. ............. I S A, 6.6% 6.6%

-+ The increase in production start-up expenses from $0.9 million in 2004 compared to $3.2 million in 2005 was
due to the build-out of our Ohio expansion in 2005. Production start up expenses are primarily attributable to the
cost of labor and materia! to run and qualify the line, related facility expenses and the management of our replication

‘Process.

Foreign exchange gain (loss)

Year Over
2004 2005 Year Change
(Dollars in thousands)
Foreign exchange gain (Ioss) . ................... ..o, $116 $(1,715) 3$(1,831) NM.

Foreign exchange losses increased by $1.8 million during 2005 as the U.S. dollar strengthened against the

€uro.
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Interest expense

Year Over
2004 2005 Year Change
(Dollars in thousands)
INterTest EXPENSE . . . ..ttt e $(100) $(418) $(318) N.M.

Interest expense increased due to increased borrowings under various notes totaling $28.7 million at the end of
2005 compared to $13.7 million at the end of 2004. In 2005 we capitalized $0.4 million of interest expense in
construction in progress compared to $0.3 million in 2004,

Other income ( expensé ), net

Year Over
2004 2005 Year Change

(Dollars in thousands)

Other income (expense), net. . ... ... ...\t $(6) $372 $378 NM.

Other income increased due to an increase in interest income earned.

Cumulative effect of change in accounting for share-based compensation

Year Over
2004 2005 Year Change

" (Dollars in thousands)

Cumulative €ffect . . ... .. e $— $89 $89 N.M.

The adoption of SFAS 123(R) requires a change in the method used to estimate forfeitures of employee stock
options, resulting in a one-time cumulative effect of $0.1 million in the first quarter of 20085,

Liquidity and Capital Resources

Historically, our principal sources of liquidity have been cash provided by operations, borrowings from JWMA
Partners, LL.C (JWMA) and its affiliates, borrowings from Goldman, Sachs & Ca., equity contributions from
JWMA and borrowings from local governments and other sources to fund plant expansions. During the year ended
December 30, 2006, we received $302.7 million as the net proceeds from an initial public offering of our common
stock and as of December 30, 2006, we had $308.4 million in cash and cash equivalents and short-term investments.
One of our strategies is to expand our manufacturing capacity by building new manufacturing plants and production
lines, such as the German plant currently under construction and a new manufacturing plant in Malaysia. We expect
that each four line manufacturing facility will require a capital expenditure of approximately $150.0 million to
complete. We believe that our current cash and cash equivalents, cash flows from operating activities and
government grants and low interest debt financings for our German plant will be sufficient to meet our working
capital and capital expenditures needs for at least the next 12 months, However, if our financial results or operating
plans change from our current assumptions, we may not have sufficient resources to support our business plan. As a
result, we may engage in one or more debt or equity financings in the future that would result in increased expenses
or dilution to our existing stockholders. If we are unable to obtain debt or equity financing on reasonable terms, we
may be unable to execute our expansion strategy. See Item 1A: Risk Factors — “Our future success depends on our
ability to build new manufacturing plants and add production lines in a cost-effective manner, both of which are
subject risks and uncertainties”.
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Cash Flows .

Cash provided (used) was as follows for the years ended December 25, 2004, December 31, 2005 and
December 30, 2006.(in thousands):

! 2004 2005 2006
Operating activities. .« .. ... ... vurnan... $(15,185) . $ 5040 $  (576)
Investing activities * . ...:............... . (7,790 -« (43;832) (159,994}
Financing activities. . . ................... 22900 " 51,663 451,550
Effect of exchange rates on cash flows .. ... .. (187) 385 391
Net increase (decrease) in cash and cash

equivalents . ... $ (262) $ 13,256 $ 291,371

Operating activities

Cash used in operating activities was $0.6 million during 2006 compared to cash provided by operating
activities of $5.0 million during 2005. During 2006 cash received from customers increased by $60.6 million to
$110.2 miltion mainly due to increased accounts receivable resulting from higher revenues. This increase was offset
by cash paid to suppliers and employees of $111.9 million during 2006, mainly due to an increase in inventories to
support revenue growth and other costs supporting our global expansion.

Operating activities provided cash of $5.0 million during 2005 and used cash of $15.2 million during 2004.
The increase of $20.2 million in cash provided by operating activities from 2004 to 2005 was primarily a result of an
increase in cash received from our customers. The cash we received from our customers increased.because our net
sales increased by $34.5 million from 2004 to 2005 and our accounts receivable decreased by $3.3 million during
the same period. These factors were partially offset by an increase in cash paid to our suppliers and employees as a
result of higher production volumes and an increase in inventory.

Investing activities ) _' .

Cash used in investing activities was $160.0 million during 2006 compared to $43.8 million during 2005. Cash
used for investing activities during 2006 was composed of $153.2 million in capital expenditures for our German
plant and the Ohio expansion and $6.8 million in cash placed in restricted accounts to fund our solar module
reclamation and recycling program, to secure our construction loan for the German plant and to secure an inventory
supply contract. Our cash outlays for the German plant were partially recovered through the receipt of $16.8 million
of* economic development funding from various Geriman governmental entities, which we classify as a cash flow
from financing activities. Cash used in investing activities during 2005 was composed of $42.5 million in capltal
expenditures for our Ohio expansion, $1.3 million deposited with an insurancé company as part of our solar module

rcclamauon and recyclmg program and $0.1 rmlllon used for other capital expenditures.
' "t
Cash used in investing activities was $43.8 rmlhon during 2005 compared to $7.8 million during 2004, Durmg
2004, cash used in investing activities was composed of $7.7 million used to purchase equipment for our base plant

in Ohio and $0.1 million used for investments into other long term assets.

Financing activities ;

Cash provided by financing activities was $451.6 million during 2006 compared to $51.7 million during 2005.
During 2006, we received $302.7 million in net proceeds from an initial public offering of our common stock,
$130.8 million in net proceeds from debt issued to third parties, $36.0 million in loans from related parties, equity
contributions by JWMA of $30.0 million and receipt of $16.8 million of economic development funding from
various German governmental entities. Partially offsetting these cash receipts were the repayment of $64.7 million
of loans from related parties. On February 22, 2006, we issued $74.0 million aggregate principal amount of
convertible senior subordinated notes due 2011 to Geldman, Sachs & Co. On May 10, 2006, we extinguished these
notes by payment of 4,261,457 shares of our common stock. During 2003, cash provided by financing activities was
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primarily the result of a $20.0 million loan from a related party, a $15.0 million loan from the Director of
Development of the State of Ohio and a $16.7 million cash equity contribution by JWMA.

Cash generated from financing activities was $51 .7 million during 2005 compared to $22.9 million during
2004. During 2004, cash provided by financing act1v1t1es wa$ primarily the result of a $5.0 million loan from the
Director of Development of the State of Ohio and a $17.9 million cash eqmty contribution by JWMA.

On October 24, 2006, we amended our articles of incorporation to authorize us to issue up to
500,000,000 shares of common’ stock at a par value of $0.001 and up to 30, 000,000 shares of preferred’ stock
at a par value of $0. 001 These amended and restated articles ‘of i mcorporauon permit our board of directors to
establish the voting powers, prefeérences and other rights of any seriés of' preferred stock that we issue. On
October 30, 2006, our board of directors approved d 4.85 to 1 stock split of our issued and outstanding common
shares, which was effective November I, 2006 the par value of our common shares remained $0.001 per share and
the number 6f authoriZed shares of common and preferred stock remained the same All share and per share
amounts presented in this Annual Report on Form 10-K and the accompanying consolldated financial statements’
have béen retroacuvely adjusted to reflect the stock split. ‘

Lid )

Contractual Obligations i vt

The followmg table presents our contractual obhganons as of December 30, 2006, whlch consists of legal
commitments requiring us to make fixed or determmable cash payments, regardless of contractual requirements
with the ‘'vendor 1o, pr0v1de future goods Or services. We, purchaee raw materials for inventory, services and
manufactunng equipment from a variety of vendors. Durmg the normal coursg of business, in order to manage
manufacturing lead times and help assure adequate supply, we enter into agreemenls with suppliers that either allow
us to procure goods and services when we choose or that establish purchase requirements.

t L]

Pnymenls Due by Year

: ' " Less Than 1:3 3.5  * More Than
Contractual Oblipations .o . Total , . 1 Year Years Years ‘5 Years

. - . o, : (Dollars in thousands) .
Long-term debt obligations(1) ....... e v. $91,341  $ 3,702 $35256  $31,823 .- $20,560
Capital-lease obligations. . /. ..+ ., . s e o4 9 13 2 —_
Operating lease obligations. . ................ 1,514 388 - 574 552 Y-
Purchase obligations(2) ..................... 56,938 .., 36366 . 16452 « 4,120 C—
Recycling obligations . . . . . e . 3,724 C— e — 3,724

“Total ........ e ... SIS3341 $40465  $52295  $36497  $24.284

"1
n Includes emmated cash interest to be paid over the remammg terms of the debt.
0} Purchase obhganons are agreements to purchase goods or services Lhat are enforceable and legally bmdmg= on
us and that specify all significant terms, including fixed or mmlmum quantlues to be purchased, fixed
... minimum, or vanable price provisions and the approxrmate timing of transactions.

Debt and Credtr Sources

1 e N -

* On’luly 27, 2006, First Solar Manufacturing GmbH, a wholly owned indirect subsidiary of First Sofar, Inc.,
entered into a credit facility agreement with a consortium of binks led by IKB Deutsche Industriebank AG under
which we can draw up to €102.0 million ($132.6 million at an assumed exchange rate of $1.30/€1:00) to fund costs
of constructing and starting up our German plant. This credit facility consists of a term loan of up,to.€53.0 million
($68.9 million at an assumed exchange. rate of $1.30/€1.00). and a revolving credit. facility of €27.0 million
($35.1 million at an assumed exchange rate of $1.30/€1.00). The facility also provides fora bridge loan, which we
can draw against to fund construction costs that we later expect to be reimbursed through funding from the Federal,
Republic of Germany under the Investment Grant Act of 2005 ( “Investitionszulagen”), of up to-€22.0 million
(328.6 million at an assumed exchange rate of $1.30/€1.00). We can make drawdowns against the term loan and the
bridge loan until December 30, 2007 and we can make drawdowns against the revolving credit facility until
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September 30, 2012. We have incurred costs related to the credit facility totaling $2.0 million as of December 30,
2006, which we will recognize as interest and other financing expenses over the time that borrowings are
outstanding under the credit facility. We also pay an annual commitment fee of 0.6% of any amounts not drawn
down on the credit facility. At December 30, 2006, we ‘had outstanding borrowings of $45.2 million under the term
loan, which we classify as long-term debt and $16.3.million under the bridge loan, which we classify as short-term
debt, We had no outstanding borrowings under the revolving credit facility at December 30, 2006.

We must repay the term loan in twenty quarterly payments beginning on March 31, 2008 and endmg on
December 30, 2012. We must repay the bridge loan with any funding we receive from the Federal Republic of
Germany under the Investment Grant Act of 2005, “but in any event, the bridge loan must be paid in full by
December 30, 2008, Once repaid, we may not draw again against term loan or bridge loan facilities. The revolving
credit facility expires on and must be completely repaid by December 30, 2012. In certain circumstances, we must
also use proceeds from fixed asset sales or insurance claims to make additional principal payments and during 2009
we will also be required to make a one-time principal repayment equal to 20% of any “surplus cash flow” of First
Solar Manufacturing GmbH during 2008. Surplus cash flow is a term defined in the credit facility agreement that is
approximately equal to cash flow from operating activities less required payments on indebtedness.

We pay interest at the annual rate of the Euro interbank offered rate (Euribor) plus 1.6% on the term loan,
Euribor plus 2.0% on the bridge loan and Evribor plus 1.8% on the revolving credit facility. Each time we make a
draw against the term loan or the bridge loan, we may choose to pay interest on that drawdown every three or six
months; each time we make a draw against the revolving credit facility, we may choose to pay interest on that
drawdown every one, three, or six months. The credit facility requires us to mitigate our interest rate risk on the term
loan by entering into pay-fixed, receive-floating interest rate swaps covering at least 75% of the balance outstanding
under the term loan.

The Federal Republic of Germany is guaranteeing 48% of our combined borrowings on the term loan and
revolving credit facility and the State of Brandenburg is guaranteeing another 32%. We pay an annual fee, not to
exceed €0.5 million ($0.7 million at an assumed exchange rate of $1.30/€1.00) for these guarantees. In addition, we
must maintain a debt service reserve of €3.0 million ($3.9 million at an assumed exchange rate of $1.30/€1.00) in a
restricted bank account, which the lenders may access if we are unable to make required payments on the credit
facility. Substantially all of our assets in Germany, including the German plant, have been pledged as collateral for
the credit facility and the government: guarantees.

The credit facility contains various financial covenants with which we must comply. First Solar Manufacturing
GmbH's cash flow available for debt service must be at least 1.1 times its required principal and interest payments
for all its liabilities and the ratio of its total noncurrent liabilities to earnings before interest, taxes, depreciation and
amortization may not exceed 3.0:1 from January 1, 2008 through December 31, 2008, 2.5:1 from Janvary 1, 2009
through December 31, 2009 and 1.5:1 from January 1, 2010 through the remaining term of the credit facility.

The credit facility also contains various non-financial covenants with which we must comply. We must submit
various financial reports, ﬁnancial calculations and statistics, operating statistics and financial and business
forecasts to the lender. We must adequately insure our German operation and we may not change the type or scope
of its business operations. First Solar Manufacturing GmbH must maintain adequate accounting and information
technology systems. Also, First Solar Manufacturing GmbH cannot open any bank accounts (other than those
required by the credit facility), enter into any financial liabilities (other than intercompany obligations or those
liabilities required by the credit facility), sell any assets to third parties outside the normal course of business, make
any loans or guarantees to third parties, or allow any of its assets to be encumbered to the benefit of third parties
without the consent of the lenders and government guarantors.

izl

Our ability to withdraw cash from First Solar Manufacturing GmbH for use in other parts of our busmess is
restricted while we have outstanding obligations under the credit facility and associated government guarantees.
First Solar Manufacturing GmbH's cash flows from operations must generally be used for the payment of loan
interest, fees and principal before any remainder can be used to pay intercompany charges, loans, or dividends.
Furthermore, First Solar Manufacturing GmbH generally cannot make any payments to affiliates if doing so would
cause its cash flow available for debt service to fall below 1.3 times its required principal and interest payments for
all its liabilities for any one year period or cause the amount of its equity to fall below 30% of the amount of its total
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assets. First Solar Manufacturing GmbH also cannot pay ,commissions of greater than 2% to First Solar affiliates
that sell or distribute its products, Also, we may be required under certain circumstances to contribute more funds to
First Solar Manufacturing GmbH, such as if project-related costs exceed our plan, we do not recover the expected
amounts from governmental investment subsidies, or all or part ¢f the government guarantees are withdrawn, If
there is a decline in the value of the assets pledged as collateral for the credit facility, we may also be required to
pledge additional assets as collateral,

On July 26, 2006, we were approved to receive taxable investment incentives ( “Investitionsziischiisse”) of
approximately €21.5 million ($28.0 million at an assimed éxchange rate of $1.30/€1.00) from the State of
Brandenburg, Germany. These funds will reimburse us for certain costs we will incur building our plant in Frankfurt
(Oder), Germany, including costs for the construction of buildings and the purchase of machinery and equipment.
Receipt of these incentives is conditional upon the State of Brandenburg, Germany having sufficient funds atlocated
to this program to pay the reimbursements we claim. In addition, we are required to operate our facility for a
minimum of five years and employ a specified number of employees during this period. Qur incentive approval
expires on December 31, 2009. As of December 30, 2006, we had received $16.8 million under this program and we
had accrued an additional $4.0 million that we are eligible to receive undér this program based on qualifying
expenditures that we had incurred through that-date. .

We are eligible to recover up to approximately €23.8 million ($30.9 million at an assumed exchange rate of °
$1.30/€1.00) of expenditures related to the construction of our plant in Frankfurt {Oder), Germany under the
German Investment Grant Act of 2005 ( “Investitionszulagen”). This ‘Act permits us to claim tax-exempt reim-
bursements for certain costs we will incur building our plant in Frankfurt (Oder), Germany, inctuding costs for the
construction of buildings and the purchase of machinery and equipment. Tangible assets subsidized under this
program have to remain in the region for at least 5 years. In accordance with the administrative requirements of the
Act, we plan to claim reimbursement under the Act in conjunction with the filing of our tax returns with the local
German tax office. Therefore we do not expect to receive funding from this program until we file our annual tax
return for fiscal 2006 in 2007. In addition, this program expired on December 31, 2006 and we can only claim
reimbursement for investments completed by this date. The majority of our building$ and structures and our
investment in machinery and equipment were completed by this date. As of December 30, 2006, we had accrued
$23.5 million that we are eligible to receive under this program based on' qualifying expendltures that we had
in¢urred through that date. ' '

During July 2006, we entered into a loan agreement, which we amended and restated on August 7, 2006, with
the Estate'of John T. Walton under which we could draw up to $34.0 million. Interest was payable monthly at the
annual rate of the commercial prime lending rate; principal was to be repaid at the earlier 'of January 2008 or the
completion of an initial public offering of our stock. This loan did not'have any collateral requirements:'As a°
condition of obtaining this loan, we were required to use a portion of the proceeds to repay the principal of our loan
from Kingston Properties, LLC, a related party. During July 2006, we drew $26.0 million against this loan,
$8.7 million of which we used to repay the Kingston Propetties, LLC Iban. Upon completion of our initial pubhc
offermg in November 2006, we repaid the entire $26.0 mnlllon loan balance

During the year ended December 31, 2005, we reccwed a $15.0 million loan from the Dxrector of Development
of the State of Ohio, $14.9 million of which was outstanding at December 30, 2006. Interest is payable monthly at
the annual rate of 2.25%; principal payments commenced on December 1, 2006 and end on July 1, 2015, Land and
buildings at our Ohio plant with a net'book value of $2] 6 million at December 30, 2006 have been pledged as
collateral for this loan. . h

.

During the year ended December 25, 2004, we received a $5.0 million loan from the Director of Development
of the State of Ohio, all of which was outstanding at December 30, 2006. Interest is payable monthly at annual rates
starting at 0.25% during the first year the loan is outstanding, increasing to 1.25% during the second and third years,-
increasing to 2.25% during the fourth and fifth years and,increasing to 3.25% for.each subsequent year; principal
paymenis commence on January 1, 2007 and end on December 1, 2009. Machinery and equipment at our Ohio plant
with 2 net book value of $9.8 miltion at December 30, 2006 have been pledged as collateral for this loan. Due to the
preparation of our registration statement, we did not meet the non-financial covenant to furnish our audited financial
statements for the year ended December 31, 2005 to the lender within 120 days after our fiscal year end and we
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received a waiver for that requirement from the lender on June 5 2006 We have.subsequently provided these

ﬁnancral statements to the lender L . : v : .
' .

On May 14, 2003 First Solar Property. LLC 1ssued a $8 7 rmlhon pronussory note due June 1 2010 to
Kingston Properties, LLC. The 1nterest rate of the note was 3.70% per annum. We pre- pard this note in full in J uly
2006.

,. On February 22, 2006, we received $73 3 million from the issuance of $74.0 million of convertible senior
subordmated notes, less SO 7 rmlhon of issuance costs, to Goldman, Sachs & Cq. On May 10, 2006 we extmgmshed
these notes by payment of 4 261 457, shares of our common stock . o . a

’ - et ! [ i . P - 1 T

Qﬂ‘-Balance SheetJArrangements 2y R o oo

“'We had no offébaiance sheet arran_gements as of December 30, "2006..

.

Recent Accountmg Pronouncements )

. Ty o N

See note 2 to the consolidated ﬁnanc1al statements ﬁled with thrs Annual Report on Form 10-K for a summary
of recent accounung pronouncements.

e oo Lo or ' -

Item 7A Quanmauve and Qualr.ratwe Drsclosures about Market Risk

Forelgn Exchangé Risk R R

Ay ’ ! " . 4 ' Cobm

Our international, operauons accounted for approximately 95. 0% of our net sales in 2006 and 99.6% of our net
sales in 2005. In 2006 and 2005, all of our international sales were denominated in curo. As a result, we have
exposure to foreign exchange risk with respect to almost all of our net sales. Fluctuations in exchange rates,
particularly in the U.S. dollar to euro exchange rate, affect our gross and net profit margins and could result in
foreign exchange and operating losses. Our exposure (o foreign exchange risk primarily relates to currency, gains,
and losses from the time we sign and settle our sales contracts. For example, we recently entered into our Long Term
Supply Contracts. These contracts obligate us to deliver solar modules at.a fixed price in euros per watt and-do not
adjust for fluctuations in 'the U.S. dollar to euro exchange rate. In 2006, a 10% change in foreign currency exchange
rates would have lmpacted our net sales by $13.1 miltion.

[ t [IPEPR ] :

_ In the past exchange rate ﬂuctuatlons have had an 1mpacl on our busmess and results of operanons For
example exchange rate fluctuations posmvely impacted our cash flows by $0.4 million in 2005 and 2006. Although
we cannot predict the impact of future exchange rate flucruatrons on our business or results of operations, we believe
that we may have increased risk assocrated with currency ﬂuctuanons in the future. As of December 30, 2006, we
did not engage in hedging activities; howcver our expenditures denominated in euro are increasing due to the
construction of our German plant and capital equipment purchases from German suppliers. Most of .the German
plant’s operating expenses will be in euro, creating, increasing -opportunities for some natural hedge against the
currency risk in our net sales. In addmon we may decide to enter into other hedging activities in the future.

[ .
- o + . B . [ v !

..

Interest Rate Rlsk D ' S : .o ' .

. .
We are exposed 10 interest rate risk because many of our end-users depend on debt ﬂnancmg to purchase and
install a photovoltaic system. Although the useful life of a photovoltaic system is approximately 25 years, end;users
of our solar modules must pay the entire cost of the photovoltaic system at the time of installation. As a result, many
* of our end-users rely on debt financing to fund their up-front capital expenditure and final project. An increase in
interest rates could make it difficult for our end-users to secure the financing necessary to purchase and install a -
photovoltaic system on favorable terms, of at all and thus lower demand for our solar modules and reduce our net:
sales. In addition, we believe that a significant percentage of our end-users install-photovoltaic systems -as an
investment, funding the initial capital expénditure through a combination of equity and debt. An increase in interest
ratés could lower an investor’s return on investment in a photovoltaic system or make ali€rnative investments more
attractive relative to photovoltaic systems, which, in each case, could cause these end-users to seek alternative .
investments that promise higher returns. : Co
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During July 2006, we entered into the 1IKB credit facility, which bears interest at Euribor plus 1.6% for the term
loan, Euribor plus 2.0% for the bridge loan and Euribor plus 1.8% for the revolving credit facility.

We entered into three interest rate swap agreements to convert the variable interest on the IKB term loan of
Euribor plus 1.6% to fixed interest rates. At December 30, 2006, the notional value of our interest rate swaps were
€28.8 million ($37.4 million at an assumed exchange rate of $1.30/€1.00).

Commodity Risk

We are exposed to price risks associated with raw material purchases, most significantly tellurium. Currently,
we purchase all of our cadmium telluride in manufactured form from two qualified manufacturers, but we plan to
qualify additional manufacturers, We have a three year written contract with our qualified supplier, which provides
for quarterly price adjustments based on the cost of tellurium. As other suppliers become qualified, we will ‘purchase
cadmium telluride from our other quallﬁed supplier under quarterly purchase orders. In 2006, we entered into a
multi-year tellurium supply contract in order to mitigate potential cost volatility and secure raw material supplies.
We acquire the remainder of our raw materials under quarterly or annual purchase orders, at prices based on annual
volumes. Because the sale prices of selar modules in our Long Term Supply Contracts do not adjust for raw material
price increases and are generally for a longer term than our supply contracts, we may be unable to pass on increases
in the cost of our raw materials to our customers.

In addition, most of our key raw materials are either sole-sourced or sourced by a limited number of third-party
suppliers. As a result, the failure of any of our suppliers to perform could disrupt our supply chain and impair our
operations, [f our existing suppliers fail to perform, we will be required to identify and qualify new suppliers, a
process that can take between one and twelve months depending on the raw material. We might be unable to identify
new suppliers or qualify their products for use on our production line in a timely basis and on commercially
reasonable terms.
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Item 8: Financial Statements and Supplementary Data

Consclidated Financial Statements

The consolidated financial statements of First Solar required by this item are included in the section entitled
“Consolidated Financial Statements” of this Annual Report on Form 10-K. See Item 15(a)(1) for a list of our
consolidated financial statements.

Selected Quarterly Financial Data (Unaudited)

The following selected quarterly financial date should be read in conjunction with our consolidated financial
statements and the related notes and “Item 7: Management’s Discussion and Analysis of Financial Condition and
Results of Operations”. This information has been derived from our unaudited consolidated financial statements
that, in our opinion, reflect all recurring adjustments necessary to fairly present this information when read i in
conjunction with our consolidated financial statements and the related notes appearing in the section entitled
“Consolidated Financial Statements™. The results of operations for any quarter are not necessarily indicative of the
results to be expected for any future period.

For the Quarters Ended )
Mar 26, Jun 25, Sep 24, Dec 31, Apr 1, Jul 1, Sep 30, Dec 30,

1005 2005 2005 2005 + 2006 2006 2006 - 2006
‘ (Dollars in thousands)
Netsales .............. $8530 § 9367 $16,585 $13,581 $13,624 $27,861 $40,794 $52,695
Costofsales ........... 6,158 5510 10,004 9811 10,352 18,761 24537 "'27.080
Gross profit ............ 2,372 3,857 6,581 3,770 3272 9,100 16,257 25,615
Operating expenses: i
Research and , .
development .. ... ... .. 197 287 426 1,462 1,519 1,536 1,657 1,649
Selling, general and
administrative . . . ... ... 2,639 2,889 3,306 6,991 5,872 8,133 8,393 10,950
Production start-up . ...... 204 286 920 1,763 2,579 4,062 1,109 3,975
3,040 3,462 4,652 10,216 9970 13,731 11,159 16,574
Operating income (loss) . . . (668) 395 1,929 (6,446) (6,698) (4,631) 5,098 9,041
Foreign currency gain
(oss) ............ ... (127) (642) (283) (663) 900 2,190 (298) 2,752
Interest and other income
(expense), net . ........ (30) 7 72 {95) {74} 43) (327) 1,270
Income (loss) before
income taxes.......... (825) (240) 1,718 (7,204) (5872) (2,484) 4473 13,063
Income tax (benefit)
EXPENSE . . .. ... ... —_ — — — 23 ' (23) 181 5,025

Income (loss) before

cumulative effect of

change in accounting

principle. . ........... (825) 2400 1,718 (7,204 (5,895) (2.461) 4,292 8,038
Cumulative effect of change :

in accounting for share-

based compensation . ... 89 — — — — — — —
Net income (loss). . ...... $ (736) § (240) $ 1,718 $(7,204) $(5.895) $(2461) § 4,292 % 8,038
Net income per share: '

Basic ............... $ (002) $ 001) $ 003 § (0.14) $ (0.12) $ (005) $ 008 § 0.13

Diluted. . ............ $ (002) $ O $ 003 § (0.14) $ (0.12) $ (005 & 007 % 0.12
Weighted-average number

of shares used in per

share calculations:

Basic ............... 46,211 49,258 49916 49916 50,777 54,358 56,137 63,968

Diluted. .. ........... 46211 49,258 52,158 49916 50,777 54,358 57956 66,324
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Item 9: Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A: Controls and Procedures

We maintain “disclosure controls and procedures,” as defined in Rule 13a-15(e) under the Securities Exchange
Act of 1934 (the “Exchange Act”), that are designed to ensure that information required to be disclosed by us in
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in Securities and Exchange Commission rules and forms and that such information is
accurnulated and communicated to our management, including our Chief Executive Officer and Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating our
disclosure controls and procedures, management recognized that disclosure controls and procedures, no matter how
well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the
disclosure controls and procedures are met. Additionally, in designing disclosure controls and procedures, our
management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible
disclosure controls and procedures. The design of any disclosure controls and procedures also is based in part upon
certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed
in achieving its started goals under all potential future conditions. We believe that our disclosure controls and
procedures provide reasonable assurance that information required to be disclosed under the Securities ‘and
Exchange Act are recorded, processed, summarized and reported within the time periods specified in the Securities
and Exchange Commission rules and forms. Based on their evaluation as of the end of the period covered hy this
Annual Report on Form 10-K and subject to the foregoing, our Chief Executive Officer and Chief Financial Officer
have concluded that our disclosure controls and procedures were effective.

During the period when we became an SEC registrant in November 2006‘through December 30, 2006, there
were no changes in our internal controls over financial reporting that have materially affected, or are reasonably
likely to materially affect, our internal controls over financial reporting. This annual report does not include a report
of management’s assessment regarding internal control over financial reporting or an attestation report of the
company’s independent registered public accounting firm due to a transition period established by rules of the
Securities and Exchange Commission for newly public companies.

We have previously restated our consolidated financial statements for the year ended December 25, 2004 in
order to correct errors that we identified during the preparation of our registration statement in connection with our
initial public offering and the performance of the associated audits for the years ended December 25, 2004 and
December 31, 2005. We identified several significant deficiencies in our internal controls that were deemed to be
“material weaknesses” in our internal controls as defined in standards established by the Public Company
Accounting Oversight Board (“PCAOB”). A “material weakness” is defined by the PCAOB as a significant
deficiency, or combination of significant deficiencies, that results in more than a remote likelihood that a material
misstatement of the annual or interim financial statements will not be prevented or detected. A “significant
deficiency” is a control deficiency, or combination of control deficiencies, that adversely affects the company’s
ability to initiate, authorize, record, process, or report external financial data reliably in accordance with generally
accepted accounting principles such that there i1s more than a remote likelihood that a misstatement of the
company’s annual or interim financial statements that is more than inconsequential will not be prevented or
detected. A “control deficiency” exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on a
timely basis. ' ‘

As of December 31, 2005, we did not maintain effective controls over the preparation, review and presentation
and disclosure of our consolidated financial statements due to a lack of ;iersonnel with experience in financial
reporting and control procedures necessary for SEC registrants. This failure caused several significant deficiencies,
four of which had a large enough impact on our operating results to individually constitute material weaknesses.
These material weaknesses were: (i) we did not maintain effective controls to ensure that the appropriate labor and
overhead expenses were included in the cost of our inventory and that intercompany profits.in inventory were
completely and accurately eliminated as part of the consolidation process; (ii) we did not maintain effective controls
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to ensure the complete and accurate capitalization of interest in connection with our property, plant and equipment
additions; (iii} we did not maintain effective controls to properly accrue for warranty obligations; and (iv) we did not
maintain effective controls to properly record the formation of First Solar US Manufacturing, LLC in 1999 and the
subsequent liquidation of minority membership units in 2003. These control deficiencies fed to the restatement of
our consolidated financial statements for the year ended December 25, 2004, resulting in a $2.0 million increase in
our net loss for the year ended December 25, 2004. These control deficiencies also led to audit adjustments to our
2005 consohdated financial statements and to the consolidated financial statements of each interim period in 2005.
These control deficiencies could resuit in more than a remote likelihood that a material misstatement to our annual
or interim financial statements would not be prevented or detected. Accordmgly, we have concluded that each of
these control deficiencies constitutes a material weaknesses.

During fiscal 2006, we des:gned and placed in operation new controls that remediated the material weakness.
Specifically, in the first half of fiscal 2006, we hired a new Chief Financial Officer and created an audit committee
comprised entirely of three independent directors and appointed a new independent director to be the chairman of
the audit committee. Furthermore, we adopted and implemented additional policies and procedures to strengthén
our financial reporting capability, including investments into further enhancements, of our enterprise resource
planning system. In the second half of fiscal 2006, we hired additional personnel to strengthen the controls put in
place during the first half of fiscal 2006. These personnel included a Director of Internal Audit, Director
Accounting, Director Financial Planning & Analysis and a Vice President of Tax and Trade as well as several
analyst positions. However, the process of designing and implementing an effective financial reporting system is a
continuous effort that requires us to anticipate and react to changes in our.business and the economic and regulatory
environments and to expend significant resources to maintain a financial reporting system that is adequate to satisfy
our reporting obligations. See Itemn 1A: Risk Factors — “We identified several significant deficiencies in our
internal controls that were deemed to be material weaknesses. [f we are unable to successfully address the material
weaknesses in our internal controls our ability to repon our financial results on a tlmely and accurate basis may be
adversely affected.”

Item 9B: Other Information _ . ' '

-None. - ‘

PART III

Item 10: Directors and Executive Officers of the Registrant

Informauon concerning our board of directors, committees and directors, including our audit commmee and
audit committee financial expert, appear in our 2007 Proxy Statement, under the section entitled “Proposal No. T—
Election of Directors”. Such information in this portion of the Proxy Statement is incorporated herem by reference

For information with respect to our executive officers, see Part I, Item- 1 of this Annual Report on Form 10-K
under the heading entitled “Executive Officers”. ' i

Information concerning Section 16{(a) beneficial ownership reporting compliance appears in our Proxy
Statement under the section entitled “Section 16(a) Beneficial Ownership Reporting Compliance”.” Such infor-
mation in this portion of the Proxy Staiement is incorporated herein by reference. C

We have adopted a Statement of Corporate Code of Business Conduct and Ethics that applies to all directors,
officers and employees of First Solar. Information concerning these codes appears in our Proxy Statemnent under the
section entitled “Proposal No. 1 — Election of Directors — Corporate Governance”. Such information in this
portion of the Proxy Statement is incorporated herein by reference.

.

Item 11: Executive Compensation
. . "y Bl
. Information concerning executive compensation and related information appears in our Proxy Statement under
the section entitled “Executive Compensation and Related Information”, Such information in this portion of the
Proxy Statement is incorporated herein by reference. ‘ :
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Item 12: Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information concerning the security ownership of certain beneficial owners and management and related
stockholder matters, including information regarding our equity compensation plans, appears in our Proxy
Statement under the section entitled “Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters”, The information in such portion of the Proxy Statement is incorporated in this
Annual Report on Form 10-K by reference.

Item 13: Certain Relationships and Related Transactions

Information concerning certain relationships and related party transactions appears in our Proxy Statement
under the section entitled “Certain Relationships and Related Party Transactions™. The information in such portion
of the Proxy Statement is incorporated in this Annual Report on Form 10-K by reference.

Item 14: Principal Accountant Fees and Services

Information concerning principal accountant fees and services and the audit committee’s pre-approval policies
and procedures appears in our Proxy Statement under the section entitled “Proposal No. 2 — Ratification of
Selection of Independent Auditor”. The information in such portion of the Proxy Statement is incorporated in this
Annual Report on Form 10-K by reference.

PART IV

Item 15: [Exhibits and Financial Statement Schedules
(a) The following documents are filed as part of this Annual Report on Form 10-K:
(1) Consolidated Financial Statements

Report of Independent Registered Public Accounting Firm

Financial Statements
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Members'/Stockholders’ Equity and Comprehensive Income (Loss)
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
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(2) Financial Statement Schedule:

Schedule 1I — Valuation and Qualifying Accounts

SCHEDULE II: VYALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 25, 2004, December 31, 2005 and December 30, 2006

(3) Exhibits: See Item 15(b) below.

{c) Financial Statement Schedule: See Item 15(a) above.
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Balance at Balance
Beginning at End of
Description of Year Additions Deductions Year
(In thousands)
Allowance for doubtful accounts receivable
Year ended December 25,2004 ... ... ... ... o inat. $ — $33 $ — $33
Year ended December 31, 2005 . . ... ... .. ... ... ... $ 33 $19 $ (48) $4
Year ended December 30, 2006 . ... .. ... ............. $ 4 5— 5 — $4
Reserve for excess and obsolete inventory
Year ended December 25,2004 ... ... ... ... ... .. ... $477 $41 $(487) $31
Year ended December 31,2005 . .. ... ... ... . ... ... $ 31 $60 $ 9 $—
Year ended December 30,2006 . . ....... ... .. i $ — $48 $ (37 $11 -

(b} Exhibits: The exhibits listed on the accompanying Index to Exhibits immediately following the signature
page on this Form 10-K are filed, or incorporated into this Form 10-K by reference.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of
Phoenix, State of Arizona, on the 16th day of March 2007.

FIRST SOLAR, INC.

By: /s/ JENS MEYERHOFF

Jens Meyerhoff
Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each of the undersigned whose signature appears below
constitutes and appoints Michael J. Ahearn, Jens Meyerhoff and I. Paul Kacir and each of them, the undersigned’s
true and lawful attorneys-in-fact and agents with full power of substitution, for the undersigned and in the
undersigned’s name, place and stead, in any and all capacities, to sign any and all amendments to this Annual Report
on Form 10-K and any other documents in connection therewith and to file the same, with all exhibits thereto, with
the SEC, granting unto said attorneys-in-fact and agents and each of them, full power and authority to do and
perform each and every act requisite and necessary 1o be done with respect to this Annual Report on Form 10-K, as
fully to all intents and purposes as the undersigned might or could do in person, hereby ratifying and confirming all
that said attorneys-in-fact and agents, or his or their substitute or substitutes, may lawfully do or cause to be done by
virtue hereof.

IN WITNESS WHEREOQF, each of the undersigned has executed this Power of Attorney as of the date
indicated below.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date

Principal Executive Officer and Director:

/s/ MICHAEL J. AHEARN Chief Executive Officer and Director March 16, 2007
Michael J. Ahearn

Principal Financial Officer and Principal
Accounting Officer:

/s/ JENS MEYERHOFF Chief Financial Officer March 16, 2007
Jens Meyerhoff

Additional Directors;

/s JAMES F. NOLAN Director March 16, 2007
James F. Nolan

fs/ ], THOMAS PRESBY Director March 16, 2007
J. Thomas Presby
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Signature

/s/  BRUCE SOHN

Title

Director

Bruce Sohn

/s/ PAUL H. STEBBINS

Director

Paul H. Stebbins

fs/ MICHAEL SWEENEY

Director

Michael Sweeney
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March 16, 2007

March 16, 2007

March 16, 2007




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockhotders of First Solar, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, of cash flows, and of members /stockholders’ equity and comprehensive income (Joss) present fairly, in
all material respects, the financial position of First Solar, Inc. and its subsidiaries at December 30, 2006 and
December 31, 2005, and the results of their operations and their cash flows for each of the three years in the period
ended December 30, 2006 in conformity with accounting principles generally accepted in the United States of
America. In addition, in our opinion, the financial statement schedule appearing under ltem 15(a}(2) presents fairly,
in all material respects, the information set forth therein when read in conjunction with the related consolidated
financial statements. These financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements and financial
statement schedule based on our audits. We conducted our audits of these statements in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

As discussed in Note 13 to the consolidated financial statements, the Company changed its method of
accounting for stock-based compensation in 2005.

PricewarerHouseCoorers LLP

Phoenix, Arizona
March 15, 2007
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- FIRST SOLAR, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
December 31, 2005 and December 30, 2006

2005

2006

(In thousands, except
share information)

ASSETS
Current assets: . ' '
Cash and cash equivalents . . . ........ ... ... ... ... $ 16,721 $ 308,092
Short-term investments . .......................... P . 312 323
Accounts receivable, net . ... ... i e e e 1,098 27,966
Inventories .. ... e e 6,917 16,510
Economic development funding receivable . .. .............. e — 27,515
Prepaid expenses and other current assets. . ................. e e 1,505 8,116
Total current assets . . ... ... A LS., 26,553 388,522
Property, plant and equipment, net. ... ............... [P 73,778 178,868
Restricted IVESHIENIS . . « oo\ oot e e et e e e e e e e e e 1,267 8,224
Other NONCUITENL ASSEES « o v v vt e e et it e it e et e et e e et e i i as 286 2,896
Total assets . . . ............ S $ 101,884  $ 578,510
LIABILITIES AND MEMBERS’/STOCKHOLDERS’ EQUITY

Current liabilities:
Short-term debt . . .. .ottt e e e $ — § 16,339
Note payable toarelated party ........ ... i 20,000 —
Current portion of long-term debt .. ... ... ... .. ... ... ... ... . L 142 331
Accounts payable and accrued eXpenses. . .. ... .o i e 13,771 32,083
Other current liabilities ... ................. e — 340
Total current lHabilities . . . . . .. . e e e e 33,913 52,073
Accruedrecycling . . . ... o e 917 3,724
Note payable to arelated party . ....... ... ... . i e 8,700 —_
Long-term debt . . . . ... .. ... 19,881 61,047
Other noncurrent liabilities . ... ... ... . .. 0 i i i e 79 —
Total labilities . ... .o e e e e e 63,490 116,844
Commitments and contingencies
Employee stock options on redeemable shares . .. ............ ... .. ... . ..... 25,265 50,226
Members’/stockholders’ equity: '
Membership equity . . ... ...ttt i e e e e e 162,307 —
Preferred stock, $0.001 par value per share; 30,000,000 shares authorized; no shares

issued and outstanding at December 30, 2006........... ... ... ... ..., — —
Common stock, $0.001 par value per share; 500,000,000 shares authorized; :

72,331,964 shares issued and outstanding at December 30, 2006 ... ........... — 72
Additional paid-in capital . .. ... ... e e e — 555,749
Accumulated deficit . ... ........... e (149,377)  (145,403)
Accumulated other comprehensive income . .. ... ... .. L L Lo 199 1,022
Total members’/stockholders” equity. .. ... .. ... .. .. .. . 13,129 411,440
Total liabilities and members’/stockholders’ equity . . ... ... .. ... ... . o ... $ 101,884 $ 578,510

See accompanying notes to these consolidated financial statements.
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FIRST SOLAR, [NC AND SUBSIDIARIES
. Consolidated Statements of Operations

For the Years Ended December 25, 2004, December 31, 2005 and December 30, 2006

2004

2005

2006

(In thousands, except per

Net sales. . ... e e e e $ 13,522

unit/share amounts)

348,063  $134,974

Cost of sales . ... oo 18,851 31,483 80,730
Grossprofit (loss) . ...... ... o i (5,329) 16,580 54,244
Operating expenses:
Research and development . ..................... R 1,240 2,372 6,361
Selling, general and administrative. . .. ... .. ... ... L L L. 9.312 15,825 i 33,348
Production Start-up . . . . ... ... . e 900 3,173 11,725
_ 11,452 21,370 51,434
Operating income (10S8) ... ...ttt e it s (16,781) (4,790 2,810
Foreign currency gain (1088) . . ... ... ... oo 116 (1,715 " 5544
Interest eXpense .. ... ... .. i e (100) (418) (1,023}
Other income (expense), net .. ..., . e e {6} 372 1,849
Income (loss) before income taxes. . .. ... ... .. ... (16,771 (6,551) 9,180
Income tax eXpense. . ... ... ..ottt e e e — — 5,206
Income (loss) before cumulative effect of change in accounting principle ..  (16,771) (6,551) 3,974
Cumulative effect of change in accounting for share-based compensation . . — 89 o
Netincome (10SS) .. ..ottt i it e e e $(16,771) ’ $(6,462) § 3,974
Income (loss) per membership unit/share before cumulative effect of ‘

change in accounting principle —basic and diluted . ............... $ (039 § ©.13) § 007
Cumulative effect of change in accounting principle — basic and diluted . . — _0.00 ——
Net income (loss) per membership unit/share — basic and diluted . . . .. .. $ 039 % (0.13) § 007
Weighted-average units/shares used to compute net income (loss) per

unit/share: _ )

Basic .. e e e 43,198 48,846 56,310

Diluted . .. .. e e e e e e 43,198 - 58,255

48,846 -

See accompanying notes to these consolidated financial statements.
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FIRST SOLAR, INC. AND SUBSIDIARIES

Consolidated Statements of Members’/Stockholders’ Equity and Comprehensive Income (Leoss)
For the Years Ended December 25, 2004, December 31, 2005 and December 30, 2006

Balance, December 27,2003 .. ..., .. ...
Components of comprehensive loss:
Netloss .. ..o,
Foreign currency translation adjustments . .

Total comprehensive loss. . .. ..........

Cash contributions from owner . . .. ......
Stock-based compensation from options . . . .

Balance, December 25,2004 .. .........
Components of comprehensive loss:
Netloss . ... ... .y
Foreign currency translation adjustments . .

Total comprehensive loss. . . ...........

Cash contributions fromowner. . .. ......

Stock-based compensation from options . . . .

Reclassifications to employee stock options
on redeemable shares .. ... .... ... ..

Balance, December 31,2005 . ..........
Components of comprehensive income:
Netifcome . . .. ... vuiiuannan
Foreign cumrency translation adjustments . .
Change in unrealized gain on derivative
instruments designated and gualifying as
cash flow hedges. . . . ............

Total comprehensive income . ... .... ...

Cash contributions fromowner . . .. ... ...
Stock options exercised. . .. ...... .. ...
Tax benefit from exercise of stock options . .
Conversion of membership units into
COMMON Shares . . ......vuunvn.on,
Common stock issued upon conversion of
convertible notes, . .. ...... .. ... ...
Common stock issued in initial public
offering, net of offering costs . ... .....
Common stock issued to directors, . ... ...
Stock-based compensation from options . . . .
Reclassifications to emplovee stock options
on redeemable shares ...."..........
Effectof stock split . .. ..............

Balance, December 30,2006 .. .........

Membership Equity

Common Stock

Units Amount

Shares Amount

Additional

Accumulated
Other

Paid-In  Accumulated Comprehensive Total

Capital

Deflcit

Income (Loss) Equity

32,859 § 146,699

8,681 17,900
— 1,143

—

41,540 165,742

3,674 16,663
— 5,167

—  (25,26%)

45214 162,307

6,613 30,000

9 —

(51.827) (192,307) 51,827 11

4,261 1

16,193 16
2 —

& |

— 3 — 72,332

(-2}
-~
[ ]

[

(In thousands)
% —

$(126,144)

(16,771)

$ 1 $ 20,556

— (16,771)
(187) (187)
. (16,958)

_ 17,900
— 1,143

(142915)

(6,462)

(186) - 22,641
— (6,462}

385 385
(6,077}

— 16,663
— 5,167

— (25,265)

100
a3

192,296
73,999
302,634
39
11,623

(24,961)
@4

(149.377)

3.974

199 13,129
— 3,974
803 803

20 20

—, 74,000

— 302,650
— 59
— 11,623

— (24,961)

$555,749

$(145,403)

$1,022 $411,440

See accompanying notes to these consolidated financial statements.
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FIRST SOLAR, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

For the Years Ended December 25, 2004, December 31, 2005, and December 30, 2006

2004 2005 2006
(In thousands)
Cash flows from operating activities: ' .
Cash received from customers . ............ e e e $ 11,152 $49643 $ 110,196
Cash paid to suppliers and employees . ................ ... ... .. (26,516) (44,674)  (111,945)
Interest paid, net of amounts capitalized ....................... (45) (322) (712)
Other ......... e P PP 224 393 1,885
Net cash provided by (used in) operating activities ................. (15,185) 5,040 (576)
Cash flows from investing activities: ) '
Purchases of property, plant and equipment . . ... ................ {7.,733) (42,481y (153,150)
Purchases of restrictéd investments . ................ e — - (1,267) (6,804)
Other investments in long-term assets . ........... ... ccvvune... : (57 (84) {(40)
Net cash used in investing activities .. ... ... e e e e (7,790) {43,832)  (159,994)
Cash flows from financing activities:
Proceeds from issuance of common stock, net of offering costs .. .. .. — —_ 302,650
Proceeds from notes payable to a related party. . ......... e — 20,000 . 36,000
- Repayment of notes payable tc a related party . . ... .. .. e — — - {64,700)
Repayment of long-termndebt . ........ ... ... .. .. .. . L, ' — —— (135)
Equity contributions . . . .. e e e e e e 17,900 16,663 30,000
.Proceeds from stock options exercised . .. . ........... .. ..., . ... — — , 100
Proceeds fromdebt . . . ... ... . i e e 5,000 15,000 - 132,330
Tax benefit-from options . . . . .. e e e e e — — 45
Debt 188UANCE COSS . & v v i vttt it et et et e — — (1,497)
Proceeds from economic development funding. ... ............... — — 16,766
Other financing activilies. . ... .. ...t in it e s — — {9)
Net cash provided by financing activities. . . ................... ... 22,900 51,663 451,550
Effect of exchange rate changes on cash and cash equivalents ......... (187) 385 391
Net increase (decrease) in cash and cash equivalents . ............... _ (262) 13,256 291,371
Cash and cash equivalents, beginning of year. .. ................... 3,727 3,465 16,721
Cash and cash equivaléns, end of year . ......................... $ 3465 $16,721  § 308,092
Supplemental. disclosure of noncash investing and financing activities: ,
Property, plant and equipment acquisitions funded by liabilities . . . . .. 3 — $ 5418 -§ - 2,304
Non-cash conversion of debt and accrued interest to equity . .......... 3 — % — $ '74,(')00
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Note 1. First Solar and Its Business

We design, manufacture and sell solar electric power modules. First Solar Holdings, LLC was formed as a
Delaware limited Hability company in May 2003 to act as the holding company for First Solar, LLC, which was
formed in 1999 and renamed First Solar US Manufacturing, LLC in the second quarter of 2006 and other
subsidiaries formed in 2003 and later. On February 22, 2006, First Solar Holdings, LLC was incorporated in
Delaware as First Solar Holdings, Inc. and, also during the first quarter of 2006, was renamed First Solar, Inc. Upon
our change in corporate organization on February 22, 2006, our membership units became common stock shares
and our unit options became share options on a one-for-one basis, For clarity of presentation, we refer to our
ownership interests as “shares” or “‘stock” in the remainder of these notes to our consolidated financial statements,
although prior to February 22, 2006 they were membership units. First Solar, Inc. has wholly owned subsidiaries in
Ohio, Anzona and Germany.

On October 30, 2006, our board of directors approved a 4.85 to 1 stock split of our common shares, which was
_effective November 1, 2006; the par value of our common shares remains $0.001 per share. All share and per share
amounts presented in these consohdated financial statements have been retroactively adjusted to reflect the stock
split.

Note 2. Summary of Significant Accounting Policies

Principles of consolidation. These consolidated financial statements are prepared in accordance with
accounting principles generally accepted in the United States of America and include the accounits of First Solar,
Inc. and all of its subsidiaries. We eliminated all intercompany transactions and balances during consolidation.

Fiscal periods. 'We report the results of our operations using a 52 or 53 week fiscal year, which ends on the
‘Saturday on or before December 31. Fiscal 2006 ended on December 30, 2006 and included 52 weeks, fiscal 2005
ended on December 31, 2005 and included 53 weeks and fiscal 2004 ended on December 25, 2004 and inctuded
52 weeks. Our fiscal quarters end on the Saturday closest to the end of the applicable calendar quarter.

Use of estimates. The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States requires us to make estimates and assumptions that affect the
amounts reported in our consolidated financial statements and the accompanying notes. Significant estimates in
these consolidated financial statements include allowances for doubtful accounts receivable, inventory write-
downs, estimates of future cash flows from and economic useful lives of long-lived assets, asset impairments,
certain accrued liabilities, income taxes and tax valuation allowances, accrued warranty expenses, accrued
reclamation and recycling expense, stock-based compensation costs and fair value estimates. Actual results could
differ materially from these estimates under different assumptions and conditions.

Fair value estimates. The fair value of an asset or liability is the amount at which it could be exchanged or
settled in‘a current transaction between willing parties. The carrying values for cash and cash equivalents, short-
term 1nvestments and restricted investments, accounts receivable, accounts payable and accrued liabilities and other
current assets and liabilities approximate their fair values due to their short maturities. The carrying value of the
portion of our long term debt with stated interest rates reflects its fair value based on current rates afforded to us on
debt with similar maturities and characteristics. g

Foreign currency translation.  The functional currencies of our foreign subsidiaries are their local currencies.
Accordingly, we apply the period end exchange rate to translate their assets and liabilities and the weighted average
exchange rate for the period to translate their revenues, expenses, gains and losses into U.S. dollars. We include the
translation adjustments as a separate component of accumulated other comprehensive income within stockholders’
equity.

Cash and cash equivalents. We consider all highly liquid investments with original or remaining maturities
of 90 days or less when purchased to be cash equivalents.
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Short-term Investments.  Investments with maturities greater than 90 days, but less than one-year at purchase
are recorded as short-term investments. Short-term investments consist of a deposit account.

Inventories. 'We report our inventories at the lower of cost or market. We determine cost on a first-in, first-out
basis and include both the costs of acquisition and the costs of manufacturing in our inventory costs. These costs
include direct material, direct labor and fixed and variable indirect manufacturing costs, including depreciation and
amortization, ' '

We also regularly review the cost of inventory against its estimated market value and will record a lower of cost
or market write-down if any inventories have a cost in excess of estimated market value. For example, we regularly
evaluate the quantity and value of our inventory in light of current market conditions and market trends and record
write-downs for any quantities in excess of demand and for any product obsolescence. This evaluation considers
historic usage, expected demand, anticipated sales price, new product development schedules, the effect new
products might have on the sale of existing products, product obsolescence, customer concentrations, product
merchantability and other factors. Market conditions are subject to change and actual consumption of our inventory
could differ from forecast demand. Our products have a long life cycle and obsolescence has not historically been a
significant factor in the valuation of our inventories. . L ,

Property, plant and equipment. We report our property, plant and equipment at cost, less accumulated
depreciation. Cost includes the price paid to acquire or construct the assets, including interest capitalized during the
construction period and any expenditures that substantially add to the value of or substantially extend the useful life
of an existing asset. We expense repair and maintenance costs when they are incurred.

We compute depreciation expense using the straight-line method over the estimated useful lives of the assets,
as presented in the table below. We amortize leasehold improvements over the shorter of their estimated useful lives
or the remaining term of the lease.

Useful Lives

_in Years -
Buildings . .. . ..o e i e . 40
Manufacturing machinery and equipment . . e 5-7
Furniture, fixtures, computer hardware and computer software.. .. ................. 3-5
Leasehold improvements. . ... ... it it e ' 15

Long-lived assets: We account for our long-lived, tangible assets and definite-lived intangible assets in
accordance with Statement of Financial Accounting Standards No. (SFAS, 144, Accounting for the Impairment or
Disposal of Long-Lived Assets. As a result, we assess long-lived assets classified as “held and used”, including our
property, plant and equipment, for impairment whenever events or changes in business circumstances arise that may
indicate that the carrying amount of the long-lived asset may not be recoverable. These events would include
significant current period operating or cash flow losses associated with the use of a long-lived asset or group of
assets combined with a history of such losses; significant changes in the manner of use of assets and significant
negative industry or economic trends, We evaluated our long-lived assets for impairment during 2006 and did not
note any triggering event that the carrying values of these asset are not recoverable. '

Economic development funding. We are eligible for economic development funding from various German
governmental entities for certain of our capital expenditures. We record a receivable for these funds when our legal
right to them exists and all criteria for receiving the funds have been met. We deduct the amount of the funds from
the acquisition costs of the related assets, which will reduce the depreciation expense that we otherwise would have
to recognize in future periods. See note 4 for a description of this economic development funding.

Product warranties. 'We provide a limited warranty to the original purchasers of our solar modules for five
years following the date of sale that the modules will be free from defects in materials and workmanship under
normal use and service conditions and we provide a warranty that the modules will produce at least 90% of their
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power output rating during the first 10 years following the date of sale and at least 80% of their power output Tating
during the following 15 years. In resolving claims under both the defects and power output warranties, we have the
option of either repairing or replacing the covered module or, under the power output warranty, providing additional
modules to remedy the power shortfall. Qur warranties may be transferred from the original purchaser of our
modules to a subsequent purchaser, We accrue an estimate of the future costs of meeting our warranty obligations
when we recognize revenue from sales. We make and revise this estimate based on the number of solar modules
under warranty at customer locations, our historical experience with warranty claims, our monitoring of field
installation sites, our in-house testing of our solar modules and our estimated per-module replacement cost.

Environmental remediation linbilities. 'We record environmental remediation labilities when environmental
assessments and/or remediation efforts are probable and the costs can be reasonably estimated. We estimate these
costs based on current laws and regulations, existing technology and the most likely method of remediation. We do
not discount these costs and we exclude the effects of possible inflation and other economic factors. If our cost
estimates result in a range of equally probable amounts, we accrue the lowest amount in the range.

End of life recycling and reclamation.  'We recognize an expense for the estimated fair value of certain future
obligations for reclaiming and recycling the solar modules that we have sold once they have reached the end of their
useful lives. See note 7 for further information about this obligation and how we account for it.

Revenue recognition, We sell our products directly to system integrators and recognize revenue when
persuasive evidence of an arrangement exists, delivery of the product has occurred and title and risk of loss has
passed to the customer, the sales price is fixed or determinable and collectibility of the resulting receivable is
reasonably assured. Under this policy, we record a trade receivable for the selling price of our product and reduce
inventory for the cost of goods sold when delivery occurs in accordance with the terms of the respective sales
contracts. During 2006, we changed the terms of our sales contracts with all of our significant customers to provide
that delivery occurs when we deliver our products to the carrier, rather than when the products are received by our
customer, as had been our terms under our prior contracts. This change in the terms of our sales contracts resulted in
a one-time increase to our net sales of $5.4 million during the year ended December 30, 2006. We do not offer
extended payment terms or rights of return for our sold products.

Shipping and handling costs. Shipping and handling costs are classified as a component of cost of- sales.
Customer payments of shipping and handling costs are recorded as a component of net sales.

Stock-based compensation. We account for stock-based employee compensation arrangements in accor-
dance with SFAS 123 (revised 2004), Share-Based Payments, which we adopted during the first quarter of the year
ended December 31, 2005 using the “modified retrospective” method of transition, SFAS 123(R) requires us to
recognize compensation cost in our financial statements for the fair value of share-based payments as of their grant
date. We use the Black-Scholes-Merton option valuation formula to estimate the grant date fair value of our
employee stock option awards. This formula requires us to estimate a number of input parameters, including the
expected term of our employee stock options and the future volatility of our stock price.

We developed our estimate of our options’ expected terms as of their grant dates, which represents the period of
time from the grant date that we expect the options to remain outstanding, as the midpoint between the options’
vesting dates and expiration dates. Because our stock is newly publicly traded, we do not have a meaningful
observable share-price volatility; therefore, we based our estimate of the expected volatility of our future stock price
on that. of similar publicly-traded companies and we expect to continue to estimate our expected stock price
volatility in this manner until such time as we might have adequate historical data to refer to from our own traded
share prices.

The stock-based compensation expense that we recognized in our results of operations is based on the number
of awards expected to ultimately vest, so the actual award amounts have been reduced for estimated forfeitures.
SFAS 123(R)requires us to estimate forfeitures at the time the options are granted and revise .those estimates, if
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necessary, in subsequent periods. We estimated forfeitures based on our historical experience with forfeitures of our
options, giving consideration to whether future forfeiture behavior might be expected to differ from past behavior.

We recognize compensation cost for awards with graded vesting schedules on a straight-line basis over the
requisite service periods for each separately vesting portion of the awards as if each award was, in substance,
multiple awards.

Research and development expense. Research and developmeﬁt costs are incurred during the process of
researching and developing new products and enhancing our existing products, technologies and manufacturing
processes and consist primarily of compensation and related costs for personnel, materials, supplies, equipment
depreciation and consultant and laboratory testing costs. We expense these costs as incurred until the resulting
product has been completed and tested and is ready for commercial manufacturing.

We are party to several research grant contracts with the U.S. federal government under which we receive
reimbursement for specified costs incurred for certain of our research projects. We record amounts recoverable from
these grants as an offset to research and development expense when the related research and development costs are
incurred, which is consistent with the timing of our contractual right to receive the cost reimbursement. We have
included grant proceeds of $1.0 million, $0.9 million and $0.9 million as offsets to research and development
expense during the years ended December 25, 2004, December 31, 2005 and December 30, 2006, respectively.

Production start-up expense. Production start-up expense consists primarily-of salanes and personnel-
related costs and the cost of operating a production line before it has been qualified for full productien, including the
cost of raw materials for solar modules run through the production line during the qualification phase. It also
includes all expenses related to the selection of a new site and the related legal and regulatory costs, to the extent we
cannot capitalize the expenditure. '

Income taxes. First Solar Holdings, LLC was formed as a limited liability company and, accordingly, was not
subject to U.S. federal or state income taxes, although certain of its foreign subsidiaries were subject to income taxes
in their local jurisdictions. However, upon incorporation as First Solar, Inc. during the first quarter of 2006, the
company became subject to U.S. federal and state income taxes.

We account for income taxes using the asset and Liability method, in accordance with SFAS 109, Accounting
for Income Taxes. Under this method, we recognize deferred tax assets and liabilities for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases and for operating loss and tax credit carryforwards. We measure deferred tax assets and
liabilities using the enacted tax laws expected to apply to taxable income in the years in which we expect those
temporary differences to be recovered or settled; we will recognize the effect on deferred tax assets and liabilities of
a change in tax laws in the results of our operations during the period that includes the enactment date. We record
valuation allowances to reduce deferred tax assets when we determine that it is more likely than not that some or all
of the deferred tax assets will not be realized.

We operate in multiple taxing jurisdictions under several legal forms. As a resuit, we are subject to the
jurisdiction of a number of U.S. and non U.S. tax authorities and to tax agreements and treaties among these
authorities. Our operations in these different jurisdictions are taxed on various bases, including income before taxes
calculated in accordance with jurisdictional regulations. Determining our taxable income in any jurisdiction
requires the interpretation of the relevant tax laws and regulations and the use of estimates and assumptions about
significant future events, including the following: the amount, timing and character of deductions; permissible
revenue recognition methods under the tax law; and the sources and character of income and tax credits. Changes in
tax laws, regulations, agreements and treaties, currency exchange restrictions, or our level of operations or
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profitability in each taxing jurisdiction could have an impact on the amount of income tax assets, liabilities,
expenses and benefits that we record during any given period.

See note 14 for more information about the impact of income taxes on our financial position and results of
operations.

Per share data. Basic income {loss) per share is based on the weighted effect of all common shares
outstanding and is calculated by dividing net income (loss) by the weighted average number of common shares
outstanding during the period. Diluted income (loss) per share is based on the weighted effect of all common shares
and dilutive potential common shares outstanding and is calculated by dividing net income (loss) by the weighted
average number of common shares and dilutive potential common shares outstanding during the peried.

Comprehensive income (loss). Our comprehensive income (loss) consists of our net income (loss), changes
in unrealized gains or losses on derivative instruments that we hold and that qualify as and that we have designated
as cash flow hedges and the effects on our consolidated financial statements of translating the financial statements
of our subsidiaries that operate in foreign currencies. We present our comprehensive income (loss} in combined
consolidated statements of members’/stockholders’ equity and comprehensive income (loss). Our accumulated
other comprehensive income (loss) is presented as a component of equity in our consolidated balance sheets and
consists of the cumulative amount of net financial statement translation adjustments and unrealized gains or losses
on cash flow hedges that we have incurred since the inception of our business.

Recent accounting pronouncements. In July 2006, the Financial Accounting Standards Board (FASB) issued
FASB Interpretation No. (FIN) 48, Accounting for Uncertainty in Income Taxes. Tax law is subject to significant and
varied interpretation, so an enterprise may be uncertain whether a tax position that it has taken will ultimately be
sustained when it files its tax return. FIN 48 establishes a “more-likely-than-not” threshold that must be met before a
tax benefit can be recognized in the financial statements and, for those benefits that may be recognized, stipulates
that enterprises should recognize the largest amount of the tax benefit that has a greater than 50 percent likelihood of
being realized upon ultimate settlement with the taxing authority. FIN 48 also addresses changes in judgments about
the realizability of tax benefits, accrual of interest and penalties on unrecognized tax benefits, classification of
liabilities for unrecognized tax benefits and related financial statement disclosures. We will adopt FIN 48 at the
beginning of fiscal 2007. Based on our current assessment and subject to any changes that may result from
additional technical guidance being issued, we expect the adoption of FIN 48 to increase our reserves for uncertain
tax positions by less than $1.0 million, which we will record as a cumulative effect adjustment to equity.

In September 2006, the SEC issued SAB 108, Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements, which provides interpretive guidance on the
consideration of the effects of prior year misstatements when quantifying current year misstatements during a
materiality assessment. SAB 108 is effective for fiscal years ending after November 15, 2006. We have applied
SAB 108 during the preparation of our financial statements and the application of SAB 108 did not have a material
effect on our financial position, results of operations, or cash flows.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial
Liabilities. SFAS 159 permits entities to choose to measure many financial assets and financial liabilities at fair
value and to report unrealized gains and losses on those assets and liabilities in earnings. SFAS 159 is effective for
fiscal years beginning after November 15, 2007. We are currently assessing the impact of SFAS 159 on our financial
position and results of operations.

In July 2006, the FASB issued EITF Issue No. 06-3, How Taxes Collected from Customers and Remitted to
Governmental Authorities Should be Presented in the Income Statement (that is, Gross versus Net Presentation).
The adoption of EITF No. 06-3 did not have an impact on our consolidated financial statements. Our accounting
policy has been to present above mentioned taxes on a net basis, excluded from revenues.
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Note 3. Consolidated Balance Sheet Details
Accounts receivable, net

Accounts receivable, net consisted of the following at December 31, 2005 and December 30, 2006 (in
thousands):

2005 2006
Accounts receivable, gross . ... .. ... . . e e $1.102 327,970
Allowance for doubtful accounts . ... ....... ... .. . i 4) (4)
Accounts receivable, NeL. . . . ... e e $1,008 $27,966

Inventories

Inventories consisted of the following at December 31, 2005 and December 30, 2006 (in thousands):

2005 2006
Rawmaterials. . .. ..o e $1,675 § 8,212
WOIK I PIOCESS . . . o ottt e e e e e e 597 1,123
Finished goods . . .. ... .. . e 4,645 7,175
TOta] IVEMEOIES . o . ottt et e ettt et e e et et e e $6,917 $16,510

Property, plant and equipment

Property, plant and equipment consisted of the following at December 31, 2005 and December 30, 2006 (in
thousands):

2005 2006
Buildings and improvements . . ... ... ... it e e $20,959 $ 21,804
Machinery and equipment . . .. . ... ... ... .. . e e e e e 18,596 79,803
Office equipment and furniture . ... .......... ... ... i i, 1,496 4,428
Leasehold improvements . . ... ...... ittt i e innanas 1,362 3,086
Gross depreciable property, plant and equipment . ..................... 42,413 109,121
Accumulated depreciation and amortization . . .......... ... .. ... . ..., (8,877} (18,880)
Net depreciable property, plant and equipment .. ...................... 33,536 90,241
Land. . .o e 1,047 2,836
ConstucHON i PTOBIESS . . . .. vttt ittt e et e e it e 39,195 85,791
Net property, plant and equipment . ... ... . .. ... . ... e $73,778  $178,868

Depreciation and amortization of property, plant and equipment was $1.9 million, $3.4 million and
$10.2 million for the years ended December 25, 2004, December 31, 2005 and December 30, 2006, respectively.
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We incurred and capitalized interest cost {into our property, plant and equipment) as follows during the years
ended December 25, 2004, December 31, 2005 and December 30, 2006 (in thousands):

2004 2005 2006
Interest costincurred. .. . ... ... ... . e $447 $773 $4,363
Interest capitalized .. ........ ... 0 e i, (347  (355) (3,340
TNErest EXPENSe . . . ..ottt it et oo e e $100 $418 $1,023

Accounts payable and accrued expenses

Accounts payable and accrued expenses consisted of the following at December 31, 2005 and December 30,
2006 (in thousands}):

2005 2006

Accounts payable . ... .. e e $ 4,599 $14,001
Product warranty liability ... ... ... ... .. ... . ... L. 1,853 2,764
Income tax payable. . . ... ... .. ... e —_ 5,152
Accrued compensation and benefits. . . .. ... ... L il L, 780 2,642
Other 40CTued EXPENSES . - . o o ottt et ittt e 6,539 § 7,524
Total accounts payable and accrued expenses. . ... ..................... $13,7971  $32,083

Note 4. Economic Development Funding

On July 26, 2006, we were approved to receive taxable investment incentives ( “Investitionszuschiisse”) of
approximately €21.5 million ($28.0 million at an assumed exchange rate of $1.30/€1.00) from the State of
Brandenburg, Germany. These funds will reimburse us for certain costs we will incur building our plant in Frankfurt
(Oder), Germany, including costs for the construction of buildings and the purchase of machinery and equipment,
Receipt of these incentives is conditional upon the State of Brandenburg, Germany having sufficient funds allocated
to this program to pay the reimbursements we claim. In addition, we are required to operate our facility for a
minimum of five years and employ a specified number of employees during this period. Our incentive approval
expires on December 31, 2009. As of December 30, 2006, we had received cash payments of $16.8 million under
this program and we had accrued an additional $4.0 millien that we are eligible to receive under this program based
on qualifying expenditures that we had incurred through that date.

We are eligible to recover up to approximately €23.8 million ($30.9 million at an assumed exchange rate of
$1.30/€1.00) of expenditures related to the construction of our plant in Frankfurt (Oder), Germany under the
German Investment Grant Act of 2005 (“Investitionszulagen”), This Act permits us to claim tax-exempt reim-
bursements for certain costs we will incur building our plant in Frankfurt (Oder), Germany, including costs for the
construction of buildings and the purchase of machinery and equipment. Tangible assets subsidized under this
program have to remain in the region for at least 5 years. In accordance with the administrative requirements of the
Act, we plan to claim reimbursement under the Act in conjunction with the filing of our tax returns with the local
German tax office. Therefore we do not expect to receive funding from this program until we file our annual tax
return for fiscal 2006 in 2007, In addition, this program expired on December 31, 2006 and we can only claim
reimbursement for investments completed by this date. The majority of our buildings and structures and our
investment in machinery and equipment were completed by this date. As of December 30, 2006, we had accrued
$23.5 million that we are eligible to receive under this program based on qualifying expenditures that we had
incurred through that date.
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Note 5. " Intangible Assets

Included in other non-current assets on our consolidated balance sheets are intangible assets, substantially all
of which are patents on technologies related to our products and production processes. We record an asset for
patents based on the legal, filing and other costs incurred to secure them and amortize these costs on a straight-line
basis over estimated useful lives ranging from 5 to 15 years. Amortization expense for our patents was less than
$0.1 million for each of the years ended December 25, 2004, December 31, 2005.and December 30, 2006.
Intangible assets consisted of the following at December 31, 2005 and December 30, 2006 (in thousands):

2005 2006
lntangible assels, gross. . ..... e tieaibraaaeariaena s $ 1,389 ‘$ 1,389
Accumulated amortization .. ... .. ... .. e (1,120)  (1,141)

Intangible assets, NEL . . ... .. .. ... e e $ 269 § 248

Estimated future amortization expense for our patents is as follows at December 30, 2006 (in thousands):

007 . e $ 20
2008 . . e e e e e e e $ 20
2000 . . e e e $ 20
7L L $ 20
711 ) I $ 20
B TS (= $148

Note 6.. Restricted Investments

"Our restricted investments consist of a funding arrangement for our solar module reclamation and recycling
program (sce note 7), a debt service reserve account of $4.0 million for our credit facility with a consortium of banks
led by 1KB Deutsche Indusmebank AG (see note 8) and cash held by a financial institution as collateral for a letter
of credit.

We pre-fund our estimated product reclamation and recycling expense at the time of sale through an agreement
with a financial services company. During the years 2028 through 2045, we may elect to commute the agreement
and receive back the amounts we have deposited plus a rate of return (computed at 5.3% for the years 2005 through
2022 and LIBOR less 0.35% thereafter) less any cost reimbursements that we have already received. At
December 31, 2005 and December 30, 2006, the cumulative amount of deposits made and the investment returns
earned through that date were $1.3 million and $3.0 million, respectively, which we report as a restricted investment
on our consolidated balance sheet. We will make additional deposits during 2007, based on our estimates made two
months before the deposits are due, of the number of modules that we expect to ship during 2007.

During fiscal 2006 we entered into a sale and purchase agreement with one of our suppliers which required us
to deliver an irrevocable standby letter of credit in the amount of $1.3 million. This letter of credit has been
collateralized through a bank deposit account which we have classified as a restricted investment. '

Note 7. Product Reclamation Liability

Legislative initiatives in Europe hold manufacturers responsible for the return and recycling of certain
electrical products. The legislation passed to date does not include solar modules, but based on the progress of
legislative deliberations and our commitment to the environment, we determined in the fourth quarter of 2004 that
we should develop a program for ensuring thé reclamation and recycling of the modules that we sell in Europe. Asa
result, we included a solar module reclamation and recycling arrangement in our standard 2005 and 2006 sales
contracts, into which our custemers, who are solar electricity generation project developers and system integrators,
can enroll the eventual system owners. Under this arrangement, we agree to provide for the reclamation and
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recycling of the materials in our solar modules and the system owners agree to notify us, disassemble their solar,
electricity generation systems, package the solar modules for shipment and revert ownership rlghts over the
modules back to us at the end of their expected service lives.

During the years ended December 31, 2005 and December 30, 2006, we have recorded accrued recycling
liabilities for the estimated fair value of our obligations for the reclamation and recycling of our solar modules and
we have made associated charges to cost of sales. We based our estimate of the fair value of our reclamation and
recycling obligations on the present value of the expected future cost of .reclaiming and recycling the modules,
which includes the cost of packaging the module for transport, the cost of freight from the module’s installation site
to a recycling center and the material, labor and capital costs of the recycling process. We based this estimate on our
experience reclaiming and recycling our solar modules and on our expectations about future developments in
recycling technologies and processes and about economic conditions at the time the modules will be reclaimed and
recycled. In the periods between the time of our sales and our settlement of the reclamation and recycling
obligations, we accrete the carrying amount of the associated liability by applying the discount rate used in its initial
measurement. Our module end-of-life reclamation and recycling liabilities totaled $0.9 million at December 31,
2005 and $3.7 million at December 30, 2006 and are classified as accrued recycling with non-current liabilities on
our consolidated balance sheets. We charged $0.9 million and $2.5 million to cost of sales for the fair value of our
reclamation and recycling obligation for modules sold during the years ended Decémber 31, 2005 and December 30,
2006, respectively. During the years ended December 31, 2003 and December 30, 2006, the accretion expense oh
our reclamation and recycling obligations was insignificant.

Starting in the first quarter of 2005, we also offered participation in the solar module reclamation and recycling
program to owners of the 164,000 modules that we sold during 2003 and 2004, at no charge to the owners. When
owners enroll in the program, we record liabilities for the estimated fair value of our obligations for the reclamation
and recycling of the solar modules, with an associated charge to cost of sales. We estimate the fair value of our
obligation and account for the subsequent accretion the same way as for our obligation for solar modules sold during
2005 and 2006. During the year ended December 31, 2005, our costs related to this program were insignificant.
During the year ended December 30, 2006, we charged $0.3 million to cost ‘of sales for the fair value of the
obligations incurred durmg that year for modules sold during 2003 and 2004. The accretion expense on those
obligations was insignificant during the year ended December 30, 2006. If all owners participated as of
December 30, 2006, we estimate that the fair value of our obligation would be $0.5 million.

Note 8. Debt
Current related party debt

During the year ended December 31, 2005, we borrowed $20.0 million from the Estate of John T. Walton, an
affiliate of our majority shareholder, under a promissory note, all of which was outstanding at December 31, 2005.
During January 2006, we borrowed an additional $10.0 million and subsequently repaid the entire $30.0 million in
February 2006. These notes were unsecured, the balances were payable on demand and interest was payable
monthly at an annual rate equal to the short term Applicable Federal Rate published by the Internal Revenue Service
(4.34% at December 31, 2005). We classified these notes as a current liability on our consolidated balance sheet at
December 31, 2005,

During July 2006, we entered into a loan agreement, which we amended and restated on August 7, 2006, with
the Estate of John T. Walton under which we could draw up to $34.0 million. Interest was payable monthly at the
annual rate of the commercial prime lending rate; principal was to be repaid at the earlier of January 2008 or the
completion of an initial public offering of our stock. This loan did not have any collateral requirements. As a
condition of obtaining this loan, we were required to use a portion of the proceeds to repay the principal of our loan
from Kingston Properties, LLC, a related party. During July 2006, we drew $26.0 million against this loan,
$8.7 million of which we used to repay the Kingston Properties, LLC loan. Upon completion of our initial public
offering in November 2006, we repaid the entire $26.0.million loan batance. :
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We had no related party debt outstanding at December 30, 2006.

Long-term debt ' ‘

Our long-term debt at December 31 2005 and December 30, 2006 consisted of the following (in thousands):
December 31, December 30,

2005 2006
Euro denominated loan, variable interest Euribor plus 1.6%, due 2008

through 2012 . ... ... ... . § — *$45,216

2.25% loan, due’2006 through 2015 .. .. ... ... .. ... i, 15,000 14,865
3.70% loan from a related party, due June 1, 2010 ................ - 8,700 — ’

0.25% — 3.25% loan, due 2007 through 2009, . ... ...... ... ..... 5,000 5,000

Capital lease obligations. . .. ... ... ... .. ... . .. i © 23 ‘ 15
, ' 28,723 | 6509

Less unamortized discount . ................... e e e — (738)

“Total long-term debt. . . ... ... ... .. L 28,723 64,358

Less Current POrtion . . . . ... .. . et (142) (3.311)

Non-current portion ... ............... e $28,581 $61,047

> On July 27, 2006, First Solar Manufacturing GmbH, a wholly owned indirect subsidiary of First Solar,-Inc.,

entcred into a-credit facility agreement with a consortium of banks led by IKB Deutsche Industriebank AG under
which we can draw up to €102.0 million ($132.6 million at an assumed exchange rate of $1.30/€1.00) to fund costs
of constructing and starting up our German plant. This credit facility consists of a term loan of up to €53.0 million
($68.9 million at an assumed exchange rate of $1.30/€1.00) and a revolving credit facility of €27.0 million
($35.1 million at an assumed exchange rate of $1.30/€1.00). The facility also provides for a bridge loan, which we
can draw against to fund construction costs that we later expect to be reimbursed through funding from the Federal
Reépublic of Germany under the Investment Grant Act of 2005 (“Investitionszulagen”), of up to €22.0 million
($28.6 million at an assumed exchange rate of $1.30/€1.00). We can make drawdowns against the term loan and the
bridge loan until December 30, 2007 and we can make drawdowns against the revolving credit facility until
September 30, 2012, We have incurred costs related to the credit facility totaling $2.0 million as of December 30,
2006, which we will recognize as interest and other financing expenses over the time that borrowings’ are
outstanding under the credit facility. We also pay an annual commitment fee of 0.6% of any amounts not drawn
down on the credit facility. At December 30, 2006, we had outstanding borrowings of $45.2 million under the term
loan, which we classify as long-term debt and $16.3 million under the bridge loan, which we classify as short-term
debt. We had no outstanding borrowings under the revolving credit facility at December 30, 2006.

We must repay the term loan in twenty quarterly payments beginning on March 31, 2008 and ending on
December 30, 2012. We must repay the bridge loan with any funding we receive from the Federal Republic of
Germany under the Investment Grant Act of 2005, but in any event, the bridge loan must be paid in full by
December 30, 2008. Once repaid, we may not draw again against term loan or bridge loan facilities. The revolving
credit facility expires on and must be completely repaid by December 30, 2012. In certain circumstances, we must
also use proceeds from fixed asset sales or insurance claims to make additional principal payments and during 2009
we will also be required to make a one-lime principal repayment equal to 20% of any “surplus cash flow™ of First
Solar Manufacturing GmbH during 2008. Surplus cash flow is a term defined in the credit facility agreement that is
approximately equal to cash flow from operating activities less required payments on indebtedness.

We pay interest at the annual rate of the Euro interbank offered rate (Euribor) plus 1.6% on the term loan,
Euribor plus 2.0% on the bridge loan and Euribor plus 1.8% on the revolving credit facility. Each time we make a
draw against the term loan or the bridge loan, we may choose to pay interest on that drawdown every three or six
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months; each time we make a draw against the revolving credit facility, we may choose to pay interest on that
drawdown every one, three, or six months. The credit facility requires us to mitigate our interest rate risk on the term
loan by entering into pay-fixed, receive-floating interest rate swaps covering at least 75% of the balance outstanding
under the term loan.

The Federal Republic of Germany is guaranteeing 48% of our combined borrowmgs on the term Joan and
revolving credit facility and the State of Brandenburg is guaranteeing another 32%. We pay an annual fee, not to
exceed €0.5 million ($0.7 million at an assumed exchange rate of $1.30/€1.00} for these guarantees. In addition, we
must maintain a debt service reserve of €3.0 million ($3.9 million at an assumed exchange rate of $1.30/€1.00) in a
restricted bank account, which the lenders may access if we are unable to make required payments on the credit
facility. Substantialty all of our assets in Germany, including the German plant, have been pledged as collateral for
the credit facility and the government guarantees.

The credit facility contains various financial covenants with which we must comply. First Solar Manufacturing
GmbH’s cash flow available for debt service must be at least 1.1 times its required principal and interest payments
for all its tiabilities and the ratio of its total noncurrent liabilities to earnings before interest, taxes, depreciation and
amortization may not exceed 3.0:1 from January i, 2008 through December 31, 2008, 2.5:1 from January 1, 2009
through December 31, 2009 and 1.5:1 from Janvary 1, 2010 through the remaining term of the credit facility.

The credit facility also contains various non-financial covenants with which we must comply. We must submit
various financial reports, financial calculations and statistics, operating statistics and financial and business
forecasts to the lender. We must adequately insure our German operation and we may not change the type or scope
of its business operations. First Solar Manufacturing GmbH must maintain adequate accounting and information
technology systems. Also, First Solar Manufacturing GmbH cannot open any bank accounts (other than those
required by the credit facility), enter into any financial liabilities (other than intercompany obligations or those
liabilities required by the credit facility), sell any assets to third parties outside the normal course of business, make
any loans or guarantees to third parties, or allow any of its assets to be encumbered to the benefit of third parties
without the consent of the lenders and government guarantors. .

Our ability to withdraw c.ash from First Solar Manufacturing GmbH for use in other parts of our business is
restricted while we have outstanding obligations under the credit facility and associated government guarantees.
First Solar Manufacturing GmbH’s cash flows from operations must generally be used for the payment of loan
interest, fees and principal before any remainder can be used to pay intercompany charges, loans, or dividends.
Furthermore, First Solar Manufacturing GmbH generally cannot make any payments to affiliates if doing so would
cause its cash flow available for debt service to fall below 1.3 times its required principal and interest payments for
all its liabilities for any one year period or cause the amount of its equity to fall below 30% of the amount of its total
assets. First Solar Manufacturing GmbH aiso cannot pay commissions of ,greater than 2% to First Solar affiliates
that sell or distribute its products. Also, we may be required under certain cxrcumslances to contribute more funds to
First Solar Manufacturing GmbH, such as if project-related costs exceed our p]an we do not recover the expected
amounts from governmental investment subsidies, or all or part of the government guarantees are withdrawn, 1f
there is a decline in the value of the assets pledged as collateral for the credit facility, we may also bé required to
pledge additional assets as collateral. ’

During the year ended December 31, 2005, we received a $15.0 million loan from the Director of Development
of the State of Ohio, $14.9 million of which was outstanding at December 30, 2006. Interest is payable monthly at
the annual rate of 2.25%:; principal payments commenced on December 1, 2006 and end on July 1, 2015. Land and
buildings at our Ohio plant with a net book value of $21.6 million at December 30, 2006 have been pledged as
collateral for this loan. .

During the year ended December 25, 2004, we received a $5.0 million loan from the Director of Development
of the State of Ghio, all of which was outstanding at December 30, 2006. Interest is payable monthly at annual rates
starting at 0.25% during the first year the loan is outstanding, increasing to 1.25% during the second and third years,
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increasing to 2.25% during the fourth and fifth years and increasing 10 3.25% for each subsequent year; principal
payments commence on January 1, 2007 and end on December 1, 2009. Machinery and equipment at our Ohio plant
with a net book value of $9.8 million at December 30, 2006 have been pledged as collateral for this loan. Due to the
preparation of our registration statement for our initial public offering, we did not meet the non-financial covenant
to furnish our audited financial statements for the year ended December 31, 2005 to the lender within 120 days after
our fiscal year end and we received a waiver for that requirement from the lender on June 5, 2006 We have
subsequently prowded these financ1al statements to the’ lender. '

During the year ended Deccmber 27, 2003, we received an $8.7 million loan from Kingston Properties, LL.C,
an. affiliate of our majority stockholder. Interest acerued at the annual rate of 3.70% and was payable in monthly
installments of $27,000; the principaliamount and any unpaid accrued interest was due on June 1, 2010. We repaid
the entire principal balance of this loan and all accrued interest in July 2006. - - .o

At December 30, 2006, future principal payments on our long-term debt, excluding payments related to capital
leases, which are disclosed in note 11, were due as follows (in thousands):

2007 e e e e e $ 3,305
2008 . e e e 10,120
2000 . e e e 12,416
2000 . e e e 10,783
3 15 . 13,078
B 373 =Y = O PG g 15,379
Total long-term debt. . .5 . .o e i e e e $65,081

We made interest payments to related parties of $0.3 million, $0.6 million and $1.1 million for the years ended
December 25, 2004, December 31, 2005 and December 30, 2006, respectively.

Note 9. Interest Rate Swap Agreements

We have interest rate swap agreements with a financial institution that effectively convert to fixed rates the
floating variable rate of Euribor on certain drawdowns taken on the term loan portion of our credit facility with a
consortium of banks led by IKB Deutsche Industriebank AG (see note 8). At December 30, 2006, the notional
values of the interest rate swaps (in thousands) and their annual fixed payment rates and maturities were as follows:

Notional Amount Fixed Rate Maturity

€14,921 ($19,397 at an assumed exchange rate of $1.30/€1.00). . .. .. 3.96% December 2012
€9,902 ($12,873 at an assumed exchange rate of $1.30/€1.00). ...... 4.03% December 2012
€3,928 ($5,106 at an assumed exchange rate of $1.30/€1.00) .. .. ... 4.07% December 2012

The notional amounts of the interest rate swaps are scheduled to decline in accordance with our scheduled
principal payments on the hedged term loan drawdowns. These derivative financial instruments qualified for
accounting as cash flow hedges in accordance with SFAS 133, Accounting for Derivative Instruments and Hedging
Activities and we designated them as such. As a result, we classified the aggregate fair value of the interest rate swap
agreements, which was less than of $0.1 million, as an other current asset on our balance sheet at December 30,
2006 and we record changes in that fair value in other comprehensive income. We assessed the interest rate swap
agreements as highly effective as cash flow hedges at December 30, 2006. We did not enter into any interest rate
swap agreements prior to 2006, We use interest rate swap agreements to mitigate our exposure to interest rate
fluctuations associated with certain of our debt instruments; we do not use interest rate swap agreements for
speculative or trading purposes. :
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Note 10. Benefit Plans

We offer a 401(k) retirement savings plan into which all of our United States employees can voluntarily
contribute a portion of their annual salaries and wages, subject to legally prescribed dollar limits. We also offered a
SIMPLE IRA, which we terminated during 2006, for employees in our Phoenix office. Qur contributions to our
employees’ plan accounts are made at the discretion of our board of directors and are based on a percentage of the
participating employees’ contributions. In addition, our 401(k) plan requires a 4 year vesting period on employer
contributions. During 2006, we matched half of the first 4% of their compensation that our employees contributed to
the 401(k) Plan and all of the first 3% of their compensation that our Phoenix based employees contributed to the
SIMPLE IRA, Qur contributions to the plans totaled $0.1 mitlion, $0.2 million and $0.3 million for the years ended
December 25, 2004, December 31, 2005 and December 30, 2006 respectively. None of these benefit plans offered
participants an option to invest in our common stock. )

Note 11. Commitments and Contingencies
Lease commitments

We lease our headquarters in Phoenix, Arizona, a customer service office in Mainz, Germany and a business
development office in Berlin, Germany under non-cancelable operating leases, which expire in March 2007, April
2009 and May 2007, respectively. The leases require us to pay property taxes, common area maintenance and
certain other costs in addition to base rent. We also lease certain machinery and equipment and office furniture and
equipment under operating and capital leases. Future minimum payments under all of our non-cancelable leases are
as follows as of December 30, 2006 (in thousands):

Capital Operating ‘
Leases Leases Total

L 00T . e e e ... $9 $ 388 $ 397
2008 . L et 7 290 297
2000, . e 6 284 290
2010, . i e 2 280 282
1 I — 272 272
Thereafter. . ....... S . . — = —
Total minimum lease payments . . U ﬁ $1,514  $1,538
Less amounts representing interest. . . ... ..........o.o.vn..n.... M
Present value of minimum lease payments . ... ................. 15
Less current portion of obligations under capital leases . .......... _(®
Non-current portion of obligations under capital leases. ... ........ ‘39

‘

Our rent expense was $0.4 million, $0.4 million and $0.6 million in each of the years ended December 25,
2004, December 31, 2005 and December 30, 2006, respectively.

Purchase commitments

We purchase raw materials for inventory, services and manufacturing equipment from a variety of vendors.
During the normal course of business, in order to manage manufacturing lead times and help assure adequﬁte
supply, we enter into agreements with suppliers that either allow us to procure goods and services when we'choose
or that establish purchase requirements. In certain:instances, these latter agreements allow us the option to cancel,
reschedule, or adjust our requirements based on our business needs prior to firm orders being placed. Consequently,
only a portion of our recorded purchase commitments are firm, non-cancelable and unconditional. At December 30,
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2006, our obligations under firm, non-cancelable and unconditional agreements were approximately $56.9 million,
of which $26.5 million was for commitments related to plant construction and maintenance. $36.4 million of our
purchase obligations are due in fiscal 2007,

Product warranties

Product warranty activity during the years ended December 24, 2004, December 31, 2005 and Decc_:mber 30,
2006 was as follows (in thousands):

. 2004 2005 2006
Product warranty liability, beginning of period . . .. ....... e .5 462 $2425  $1,853
Accruals for new warranties issued (warranty expense) . ........... 1,900 637 1,675
SettlemMENTS . .. ot e e e - (17D (170) (554}
Change in estimate of warranty liability . ................... ... 234 (1,039) . (210
Product warranty liability, end of period . . .. ... ....... ... ... ... $2425 $ 1,853 $2,764

We reduced our estimate of our product warranty liability by $1.0 million in the year ended December 31, 2005
because of the reductions in our manufacturing costs achieved in that year, which reduced our estimate of the cost

required to replace our solar modules under warranty. .

Environmental matters

Our environmental liabilities were $0.1 million and nil for the years ended December 31, 2005 and
December 30, 2006, respectively and are classified with other noncurrent liabilities on our consolidated balance
sheets. The majority of our liability at December 31, 2005 relates to our estimate of the future costs of remediation at
our research and development facilities in Toledo, Ohio (closed in 1999) and Eckel Junction, Ohio (closed in 2004).

Legal matters

We are a party fo litigation matters and claims that are normal in the course of our operations. While we believe
that.the ultimate outcome of these matters will not have a material adverse effect on our financial position, results of
operations, or cash flows, the outcome of these matters is not determinable and negative outcomes may adversely
affect us.

Sales Agreements

In April 2006, we entered into contracts with six European project developers and systems integrators for the
purchase and sale of a significant portion of our planned production of solar modules during the period from 2006 to
2012. Under these contracts, we agree (o provide each customer with solar modules totaling certain amounts of
power generation capability during specified time periods. Qur customers are entitled to certain remedies in the
event of missed deliveries of the total kilowatt volume. Such delivery commitments are established through a rolling
four quarter forecast that defines the specific quantities to be purchased on a quarterly basis and schedules the
individual shipments to be made to our customers. In the case of a late delivery, our customers are entitled to a
maximum charge of up to 6% of the delinquent revenue. if we do not meet our annual minimum volume shipments
or the minimum average Watt per module, our customers also have the right to terminate these contracts on a
praspective basis.
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Note 12. Stockholders Eqmty ’ ' '
Preferred stock .

We have authorized 30,000,000 shares of undesignated preferred stock, $0.001 par value, none of which was
issued and outstanding at December 30, 2006. Our board of directors is authorized 1o determine the rights,
preferences and restrictions on any series of issued preferred stock that we may issue.

Common stock

We have authorized 500,000,000 shares of common stock, $0.001 par value, 72,331,964 shares of which were .
issued and outstanding at December 30, 2006. Each share of common stock has the right to one vote. No dividends
have been declared or paid as of December 30, 2006.

Employee stock options on redeemable shares

During the years ended December 27, 2003 and December 31, 2005, we issued to certain employees options to
purchase a total of 1,872,100 shares of our common stock that had a provision allowing, upon the employees’
deaths, their estates to sell any equity shares obtained as a result of exercising the options back to us at an amount
equal to the then current fair value per share. As aresult of this provision, we report the vested portion of the intrinsic
value of these stock options on our consohdaled balance sheet as employee stock options on redeemable shares.
These options also allow the employees to sell back to us at fair value any equity shares obtained as a result of
exercising the options if the employee becomes disabled or if his employment with us is terminated other than for
cause or good reason or upon termination resulting from a change of control (as defined in the award agreement).
These rights did not expire upen the consummation of our initial public offering of our common stock during the
year ended December 30, 2006.

Equity transactions

During the years ended December 25, 2004, December 31, 2005 and December 30, 2006, we received cash
equity contributions of $17.9 mitlion, $16.7 million and $30.0 million, respectively, from our then sole owner.

During the year ended December 30, 2006, we received $73.3 million from the issuance of $74.0 million in
convertible senior subordinated notes due in 201 1, tess $0.7 million of issuance costs that we deferred. Later during:
the same year, we extinguished these notes by payment of 4,261,000 shares of our common stock to the note holder.
This extinguishment took place under'the terms of a negotiated extinguishment agreement and not under the
conversion terms of the original note purchase agreement; however, the settlement terms of thé negotiated
extinguishment agreement were, in substance, similar to, but not identical to, the terms of the original note
purchase agreement. As a result of the extinguishment, we recorded a $74.0 million increase in our stockholders’
equity and a $43,000 loss on the extinguishment of the notes, which we recorded in other income (expense), net in
our consolidated statement of operations.

The Securities and Exchange Commission declared our first registration statements effective on November 16,
2006, which we filed on Forms S-1 (Registration No. 333-135574 and 462(b) Registration No. 333-138779) under
the Securities Act of 1993 in connection with the initial public offering of our common stock. Under these
registration statements, we registered 22,942,500 shates of our common stock, including 2,942,500 subject to an
underwriter’s over-allotment option. We registered 16,192,500 of these shares on our own behalf and 6,750,000 of
these shares on behalf of certain. of our stockholders, including one of our officers. In November 2006, we
completed the initial public offering, in which we sold all of these shares that we registered on our behalf and on
behalf of the selling stockholders,:for an aggregate public offering price of $458.9 million, which included
$58.9 million from the underwriters’ exercise of their over-allotment option. Of the $458.9 million of total gross
proceeds, we received gross proceeds of $323.9 million, against which we charged $16.6 million of underwriting
discounts and commissions and $4.6 million of other costs of the offering, resulting in a net increase in.out paid-in
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capital of $302.7 million. The remaining $135.0 million of gross proceeds went to selling stockholders; they applied
$8.4 million to underwriting discounts and commissions and received $126.6 million of the offering proceeds.

On November 22, 2006, we awarded a total of 2,188 fully vested, unrestricted shares of our common stock to
the independent members of our board of directors. We recognized $0.1 million of share-based compensation
expense for this transaction.

Note 13. Stock Options

During 2003, we adopted our 2003 Unit Option Plan (the “2003 Plan”). In connection with our February 2006
conversion from a limited liability company to a corporation, we converted each outstanding option to purchase one
limited liability membership unit under the 2003 Plan into an option to purchase one share of our common stock, in
each case at the same exercise price and subject to the other terms and conditions of the outstanding optian. Under
the 2003 Plan, we may grant non-qualified options to purchase common shares of First Solar,Inc. to employees of
First Solar, In¢, (including its parent and any of its subsidiaries) and non-employee individuals and entities that
provide services to First Solar, Inc., its parent, or any of its subsidiaries. The 2003 Plan is administered by a
commitiee appointed by our board of directors, which is authorized to, among other things, determine who will
receive grants and determine the exercise price and vesting schedule of the options. The maximum number of new
shares of our common stock that may be delivered by awards granted under the 2003 Plan is 6,847,060 and the
shares underlying forfeited, expired, terminated, or cancelled awards become available for new award grants. Our
board of directors may amend, modify, or terminate the 2003 Ptan without the approval of our stockholders. We may
not grant awards under the 2003 Plan after 2013, which is the tenth anniversary of the plan’s approval by our
stockholders. At December 30, 2006, 1,810,453 shares were available for grant under the 2003 Plan. All shares
available for grant under the 2003 Plan, all options outstanding under the plan and all shares outstanding from the
exercise of options under the plan have been adjusted to give effect to the 4.85 to 1 stock split of our common shares
during 2006 (see note 12).

During 2006, we adopted our 2006 Omnibus Incentive Compensation Plan (the “2006 Plan™). Under the 2006
Plan, directors, employees and consultants of First Solar, Inc. (including any subsidiaries) are eligible to participate.
The 2006 Plan is administered by the compensation committee of our board of directors (or any other committee
designated by our board of directors), which is authorized to, among other things, determine who will receive grants
and determine the exercise price and vesting schedule of the awards made under the plan. The 2006 Plan provides
for the grant of incentive stock options, non-qualified stock options, stock appreciation rights, restricted stock units,
performance units, cash incentive awards and other equity-based and equity-related awards. The maximum number
of new shares of our common stock that may be delivered by awards granted under the 2006 Plan is 5,820,000, of
which the maximum number that may be delivered by incentive stock options is 5,820,000 and the maximum
number that may be delivered as restricted stock awards is 2,910,000. Also, the shares underlying forfeited, expired,
terminated, or cancelled awards become available for new award grants. Qur board of directors may amend, modify,
or terminate the 2006 Plan without the approval of our stockholders, except stockholder approval is required for
amendments that would increase the maximum number of shares of our common stock available for awards under
the plan, increase the maximumn number of shares of our common stock that may be delivered by incentive stock
options, or modify the requirements for participation in the 2006 Plan. We may not grant awards under the 2006
Plan after 2016, which is the tenth anniversary of the plan’s approval by our stockholders. At December 30, 2006,
4,278,631 shares were available for grant under the 2006 Plan.
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Following is a summary of our share options as of December 25, 2004 and changes during the year then ended:

Number of Shares Weighted Average

Under Option Exercise Price
Balance at beginning of year. . .. ......... ... ... . ... 2,505,398 $2.06
Options granted. .. . .....oiinnnin i 550,621 $2.06
Options exercised . ... ... . ... it — —
Options canceled. . . ............ . . i ierianenenn. (109,770) $2.06
Balance atendof year ........ ..ottt 2,946,249 $2.06
Exercisable atend of year. . ........... ... ... ... . ... 1,033,050 $2.06

Following is a summary of our share options as of December 31, 2005 and changes during the year then ended:

Weighted Average Aggregate
Number of Shares  Exercise Remaining Intrinsic
Under Option Price Contractual Term Value
Options outstanding at December 25,
2004 ... .. 2,946,249 $2.06
Options granted. ... ............. 2,761,333 $4.34
Options exercised . .............. —_ — $ —
Options forfeited or expired........ (434,977) $3.74
Options outstanding at December 31,
2005 . ... 5,272,605 $3.11 7.97 $74,901,000
Options vested, or expected 1o vest
and exercisable at December 31,
2005 . ... 1,543,270 $2.29 8.36 $23,187,000

Following is a summary of our share options as of December 30, 2006 and changes during the year then ended:

Weighted Average Aggregate
Number of Shares Exercise Remaining Intrinsic
Under Option Price Contractual Term Value
Options outstanding at December 31,
2005 .. ... 5,272,605 $ 3.11
Options granted. . .. ............ 1,543,559 $20.37
Options exercised .............. (48,500) $ 2.06 $ 740,000
Options forfeited or expired. . .. ... (238,188) $ 378
Options outstanding at December 30,
2006 . ... e 6,529,476 $ 718 6.92 $147,972,000
Options vested, or expected to vest
and exercisable at December 30,
2006 ... ... . 1,925,037 $ 2.57 7.28 $ 52,501,000

Options granted under the 2003 Plan and 2006 Plan have varying vesting provisions. Some cliff-vest, some vest

ratably following the grant date, some vest at different rates during different portions of their vesting periods and
some vested on the date of grant. The total fair value of shares vesting during the years ended December 25, 2004,
December 31, 2005 and December 30, 2006 were $359,000, $2,689,000 and $1,412,000, respectively. During the
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year ended December 30,.2006, we received $0.1 lTll]]IOI'l from the exercise of our optlons these were the first
exercises of our options that have occurred. Co

QOur options expire seven to ten years from their grant date. The following table presents exercise price and
remaining life information abouit options outstanding at December 30, 2006:

Options Outstanding

Weighted Avemgel Cptions Exercisaﬁle

Weighted Remaining Weighted
Number of Average Contractual Life Number of Average

Exercise Price Range Shares Exercise Price (Years) Shares  Exercise Price
$2.00 2,734,181 $ 2.06 6.87 1,713,990 $ 2.06
$4.33 1,938,676 $ 433 6.71 —_ —
$4.54 315,250 $ 454 8.96 181,875 $ 454
$20.00 1,470,208 $20.00 6.88 29,172 $20.00
$27.78 - $28.59 71,161 $28.12 6.97 - -

$2.06 - $28.59 . 6,529,476 $ 7.18 . 692 1,925,037 $ 2.57

We have granted options with exercise priccs‘ that differed from the fair value of our shares (or membership
units, for grants prior to our conversion into a corporation) on the grant date.. The following table presents
information about the options granted dunng the years ended December 25, 2004 December 31, 2005 and
December 30, 2006

Weighted
Nember of Weighted Average Fair
Share Options Average Value at Grant
Granted Exercise Price Date
2006:
Exercise price equaled grant date fair value of share. ... 1,543,559 $20.37 $20.37
Exercise price less than grant date fair value of share . . . L — — —
1,543,559 $20.37 $20.37
2005:
Exercise price equaled grant date fair value of share . . .. — — —
Exercise price less than grant date fair value of share ... 2,761,333 $ 434 $14.74
2,761,333 $434 . $14.74
2004:
Exercise price equaled grant date fair value of share. . .. 550,621 5200 - %206
Exercise price less than grant date fair value of share . . . — — —

350,621 $ 206 $ 206

79




FIRST SOLAR, INC. AND SUBSIDIARIES
Notes to.Consolidated Financial Statements — (Continued)

We estimate the fair value of each option award on its grant date using the Black-Scholes-Merton closed-form
option valuation formula, which uses the assumptions documented in the following table for the years ended
December 24, 2004, December 31, 2005 and December 30, 2006:

2004 2005 2006 |

Share (or membership unit) price on grant

date ... ... $2.06 $4.54 - $17.32  $20.00 - $28.59
Stock option exercise price .. ............ $2.06 $2.06 - $4.54  $20.00 - $28.59
Expected term . . ... e e e 55-68years 5.0-7.5 years 3.5-6.0 years
Volatility. . . .. PR e e 80% 80% . 15%
Risk-free interestrate . ................. 317% - 431% 397%-441% 4.57% - 4.65%
Dividend yield ....................... 0.00% 0.00% 0.00%

We estimated our options” expected terms, which represent our best estimate of the period of time from the
grant date that we expect the options to remain outstanding. Because our stock is newly publicly traded, we do not
have a meaningful observable share-price volatility; therefore, we based our estimate of the expected volatility of
our future stock price on that of similar publicly-traded companies and we expect to continue to estimate our
expected stock price volatility in this manner until such time as we might have adequate historical data to refer to
from our own traded share prices.

The stock-based compensation expense that we recognized in our results of operations is based on the number
of awards expected to ultimately vest, so the actual award amounts have been reduced for estimated forfeitures.
SFAS 123(R)requires us to estimate forfeitures at the time the options are granted and revise those estimates, if
necessary, in subsequent periods. We estimated forfeitures based on our historical experience with forfeitures of our
options, giving consideration to whether future forfeiture behavior might be expected to differ from past behavior,

We recognize compensation cost for awards with graded vesting schedules on a straight-line basis over the
requisite service periods for each separately vesting portion of the awards as if each award was, in substance,
multiple awards. :

The stock-based compensation expense that we charged against our results of operations con our statement of
operations was as follows for the years ended December 24, 2004, December 31, 2005 and December 30, 2006 (in
thousands):

2004 2005 2006
Stock-based compensation cost included in:
Costofsales . . ...t e e $ 63 §$ 822 § 4,160
Research and development. . . ....... ... ... ... .. iaa.. 64 639 2,348
Selling, general and administrative.. . . ...................... 1,016 3,425 5,251
Production start-up .. .......... ...ttt . — — 138
Total stock-based compensation cost ... ......... ... ..0o0ia.. $1,143 $4,886 511,897

The adoption of SFAS 123(R) required us to change the way we account for forfeitures of employee stock
options; in accordance with the provisions of SFAS 123(R), we presented the $0.1 million impact of this change as a
cumulative effect of a change in account principle on our statements of operations for the year ended December 31,
2005. The adoption of SFAS 123(R)did not have any effect on our cash flows from operating or financing activities
and, since we were not a taxable entity at the time and had not had any exercises of options, did not have any effect
on our income taxes. Furthermore, we did not recognize any income tax benefit for stock-based compensation
during the years ended December 24, 2004 and December 31, 2005 because we were not organized as an entity
subject to income tax during those periods; we did not recognize any income tax benefit for stock-based
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compensation during the year ended December 30, 2006 due to the valuation allowance on our deferred tax assets.
At December 30, 2006, we had $29.9 million of compensation costs related to unvested option awards that remained
to be recognized over a weighted average service period of 2.0 years.

Stock-based compensation cost capitalized in our inventory was $0.4 million and $0.2 millicn at December 31,
2005 arid -December 30, 2006, respectively.

During the first quarter of the year ended December 31, 2005, we adopted SFAS 123(R) using the modified
retrospective method, which involves adjusting our prior consolidated financial statements for the amounts
previously reported in our pro forma disclosures uvnder SFAS 123, The following table presents the adjustments
that we made to our statements of operations for the effect of the adoption of SFAS 123(R)} on our previocusly reported
consolidated financial statements for the year ended December 25, 2004 (in thousands, except per share data):

2004
" As Reported
) As Reported Adjustments and Adjusted
Netsales .. ... it i i en $ 13,522 5 - $ 13,522
Costofsales............. .. .0 .0 iiiiiiniininn. 18,788 63 . 18,851
'Gross profit (I0s8). ... .......... TR (5,266) (63) (5,329)
ngrating expenses: - .

i Research and development ... ..................... 1,176 64 1,240
Sélling, general, and administrative . . . ............... - 8,296 1,016 9,312
Production start-up costs. ... ........ .. i 900 — 900

' 10,372 1,080 11,452

" Operating loss . . . . . . e S (15638) . (1,143) (16,781) -
Foreigncurrency gain. . ....... ... ... .ot 116 — 116
Imerest_ BXPBIISE . o v ettt it i e e {100) —_— (100)
Other income {expense), net . . ..................... ' {6) — ’ (6)
Netloss ............ e $(15,628) $(1,143) $(16,771)
Net loss per share — basic and diluted . .............. $ (0.36) $ (0.03) $ (0.39

Note 14. Income Taxes

Our.2006 annual income tax was $5.2 million. The 2006 tax rate was 56.7% which primarily reflects a full
valuation allowance on our deferred tax assets of $54.9 million. In 2004 and 2003, First Solar operated as a limited
liability company (LLC) and, accordingly was not subject to U.S. federal and state taxes. Instead our income was_
directly taxed by our owners. However, certain of non U.S, subsidiaries were subject to income taxes in their
jurisdictions. On February 22, 2206, First Solar converted to a “C” corporation form of organization.

The U.S. and non-U.S, components of our loss before income taxes were as follows during the years ended
December 25, 2004, December 31, 2005 and December 30, 2006 (in thousands):

2004 2005 2006
U.S. Income (0SS) .+ oottt et et e e et o $(14,083)  $(4,604) 510,314
Non-U.S. 108s . . ..ot e e e (2,688) (1,947) (1,134)
Income (loss) before income taxes. ... .....cvvirennnnnn... $(16,771)  $(6,551) $ 9,180
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The components of our income tax expense were as follows during the years ended December 25, 2004
December 31, 2005 and .December 30, 2006 (in thousands)

. 2004 2005 2006

Current expense: _

Federal . ... ... $—  $—. 34401
Sta_te .................................................... — — 453
Foreign .................................................. _— — ‘ 352
= = 2200

Deferred expense . '
Federal - . .\ v e G— — —
State . . — — —
For_eign .................................................. _ _— —
Total INCOME tAX EXPEMSE. & & e vt vt ettt e e e et e e e e e e e e e $—  $— $5206

-

As aresult of our status as a limited liability company and as a result of our net operating losses and a valuation
allowance on all of our net deferred tax assets in those jurisdictions in which we did operate under a form of
organization subject to income taxes, we did not record any income tax expense or benefit during the years ended
December 25, 2004 and December 31, 2005 and did not record a deferred tax expense or benefit during the year
ended December 30, 2006.

Our income tax results differ from the amount computed by applying the U.S. statutory federal income tax rate
of 35% to our income or losses before income taxes for the following reasons during the years ended December 25,
2004, December 31, 2005 and December 30, 2006 (in thousands):

2004 2005 2006
Computed income tax (benefit) expense. . .................... $(5,870) $(2,293) § 3,213
Economic development funding benefit...................... — —  (8,873)
Permanent differences. . . ... ...... .. — — 407
(Income} loss not subject to income taxes . . ...........0vu. - 4929 1,611 326
Effect of state taxes ........... T — —_ 244
Effect of foreign taxrates . . . ....... ... .. .. i, (124) 91 (53)
0 11 1 T (102) 81 (235)
Valvation allowance . ... ... 1,167 692 10,177
Reported income tax expense . .............c.covvuun... .8 — 5 — §$5206 ‘
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities calculated for financial reporting purposes and the amounts calculated for preparing our
income tax returns in accordance with tax regulations and the net tax effects of operating loss.and tax.credit
carryforwards. The items that gave rise to our deferred taxes at December 31, 2005 and December 30, 2006 were as
follows (in thousands):

2005 2006

~ Deferred tax assets: ‘

Goodwill ................... e $ — $32694

' Economlc development funding ............... ... ... ..o — 8,873

Share-based compensation . ........... .ot e T = 4,368

Property, plant and equipment. . .. ...., .. ....... e — 4,113

Accruedexpenses. . ......... ... ..., e 461 2,510

Net operating losses . .. ... ... 1,321 2,433

Inventory . ... ... e —_ 273

Other . .. e e e 83 230
Deferred tax assets, gross . . . e e S 1,865 55,494
Valuation allowance . . .. ... ... .. . e e (1,865)  (54,850)
Deferred tax assets, net of valuation allowance . .. ..................... — 604
Deferred tax liabilities:

Capitalized interest. . .. ....... ... e — (604)
Net deferred tax assets and liabilities ............................... § — 3 —

The ultimate realization of deferred tax assets depends on the generation of sufficient taxable income of the
appropriate character and in the appropriate taxing jurisdictions during the future periods in which the related
temporary differences become deductible. We determined the valuation allowance on our deferred tax assets in
accordance with the provisions of SFAS 109, which require us to weigh both positive and negative evidence in order
to ascertain whether it is more likely than not that deferred tax assets will be realized. We evaluated all significant
available positive and negative evidence, including the existence of cumulative net losses, benefits that could be
realized from available tax strategies and forecasts of future taxable income, in determining the need for a valvation
allowance on our deferred tax assets. After applying the evaluation guidance of SFAS 109, we determined that it
was necessary to record a valuation allowance against all of our net deferred tax assets, We will maintain this
valuation allowance until sufficient positive evidence exists to support its reversal in accordance with SFAS 109.

Activity in our valuation allowance on our deferred tax assets was as folloﬁ's during the years ended
December 31, 2005 and December 30, 2006 (in thousands):

_ 2005 2006
Valuation allowance, beginning of year .................. .. ... $1,173  $ 1,865
Change in form of corporate organization ........... ... ... ... ... ..., 692 42,848
Additions . . ..o e e e — 10,177
Valuation allowance, end of year. . .. .. L e 51,865  $54,890

Upon our change in form of corporate organization on February 22, 2006, we recognized $46.2 mllllon of net
deferred tax assets and we placed a valuation allowance in that entire amount.
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At December 30, 2006, we had non-U.S. net operating: loss carry-forwards of $6.4 million, which have an
unlimited expiration period. Qur ability to use the net operating loss carryforwards is dependent on our being able to
generate taxable income in future periods. - -

Pro forma information

On February 22, 2006, we changed our status from a limited liability company and were thereafter subject to
corporate federal and state income taxes as a subchapter C corporation. Because we had been a limited liability
company, we had not reflected deferred taxes in our consolidated financial statements, except for deferred tax assets
at certain non-U.S. subsidiaries that were subject to local income tax requirements and upon which we recorded full
valuation ailowances. Our statement of operations does not include a pro forma presentation calculated in
accordance with SFAS 109 for income taxes that would have been recorded had we been a subchapter C
corporation because we would have provided a full valvation allowance on all, of our net deferred tax assets
and therefore would not have recorded a tax provision.

Note 15. Income (Loss) Per Share

The calculation of basic and diluted income.(loss) per share for the years ended December 25, 2004,
December 31, 2005 and December 30, 2006 is as follows (in thousands, except per share amounts);

2004 2005 2006
Basic net income (loss) per share ' _
Numerator:
Income (loss) before cumulative effect of changes in accounting
principle . . .. ...... e e $(16,771)  $(6,551) .$ 3,974
Cumulative effect of change in accounting Principle . ........ — 89 —-
Net income (loss) . ... .. ovee. s, e $(16,771) $(6,462) § 3,974
' '_Denominator:' : _ ' . _
. Weighted-average common stock outstanding . ........... .- 39,120 44,244 | 55,651 .
Effect of rights issue. . .......... e e . 4,069 + 4,602 659
‘Weighted-average shares used in computing net mcomc (loss) per ‘ ’ o
sharc ............................................. © 43,198 48,846 56,310 -
Dl!uted net income (loss) per share . . oo
Denominator:

Weighted-average shares used in computing basic net income - )

pershare. .. ... . e e 43,198 48,846 56,310
Add stock options outstanding. . . ... ... ...l o — — 1,945
: . - Bt

Weighted-average shares used in Compunng diluted net income

(loss)pershare. ... ... o i i 43,198 48,846 58,255

2004 2005 2006

Per share information — basic and diluted:
Income (loss) per share before cumulatwe effect of change in accounting

e T S $(0.39) $(0.13) 5007
Curnulative effect of change in accounting principle . ............... — 0.00 —
Income (loss) per share . ............. [ NP | $(0.39) 50:13) $0.07
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The following outstanding options were excluded from the computatlon of diluted net income (loss) per share
as they had an antidilutive effect (in thousands):

2006 2005 2006

Options to purchase common stock. . . ............. ... cerieenn.. 2,693 3,522 3,363

Note 16. Statement of Cash Flows

Following is a reconciliation of net loss to net cash provided by or used in operating activities for the years
ended December 25, 2004, December 31, 2005 and December 30, 2006 (in thousands): )

‘ 2004 2008 2006
Netincome (10S8) . .. ..ottt it e e $(16,771) $(6,462) S 3,974
Adjustment to reconcile net loss to cash provided by (used in)
operating activities:
Depreciation and amortization . .. ... .......cvititann 1,944 3,376 10,210
Stock-based compensation . ........ ... ... ... 1,143 4,797 11,897
Loss on dispo'sal of property and equipment. . ............... — — 314
Non-cash interest ... ................. .. . eureunnnnn. 51 90 = 394
Non-cash 10SS . .. .. .. i e e i 234 27 45
Changes in operating assets and liabilities: '
Accountsreceivable. . . ... ... .. ... ... ..., (2,486) 3,295 (28,149)
Inventories . ... ... v i i i e (2,124) (2,861} (9,742)
Prepaid expenses and other current assets. .. . ... ... e @26) (1L,074)  (6,689)
Other non-current assels ... ......... .0 e euninnnnn.s — . — 142
Accounts payable and accrued expenses. ... .............. 3,050 . 3,852 17,028
Total adjustments .. ...... ... ... ... ... ... ... 1,586 - 11,502 (4,550)
Net ‘cash provided by (used in) operating activities. . . . . e $(15,185) $ 5040 $ (576}

Note 17. Segment and Geographical Information

SFAS 131, Disclosure about Segments of an Enterprise and Related Information, establishes standards for the
manner in which companies report in their financial statements information about operating segments, products,
services, geographic areas and major customers. The method of determining what information to report is based on
the way that management organizes the operating segments within the enterprise for making operating decisions
and assessing financial performance., We operate in one industry segment, which entails the design, manufacture
and sale of solar electric power products, so under SFAS 131, we do not present a disaggregation of our consolidated
financial results into multiple operating segments, products, or services.

The following table presents net sales for the years ended December 25, 2004, December 31, 2005 and
December 30, 2006 by geographic region, which is based on the destination of the shipments (in thousands):

2004 2005 2006
GEImMANY . ottt e et e e e e e 312,800 $47,867 $128,239
All other geographic regions . .................... ... I - 722 196 6,735
Netsales. . ...... ... i i, ... $13,522  $48063 $134974
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The foliowing table presents long-lived assets, excluding financial instruments, deferred tax assets and

intangible assets, at December 31, 2005 and December 30, 2006 by geographic region, based on the physical
location of the assets (in thousands):

2005 2006
UBIEd SEAES « - - - o e e ettt $73,556  $ 98,559
GEIMANY . . o ot ettt e e a e e _ 222 80,309
Long-lived ASSEIS « .« v v vttt $73.778  $178,868

Note 18. Concentrations of Credit and Other Risks

Customer concentration. The following customers comprised 10% or more of our total net sales during the
years ended December 25, 2004, December 31, 2005 and December 30, 2006 (dollars in thousands):

2004 2005 2006
Net Sales % of Total Net Sales % of Total Net Sales i %o of Total
Customer #1 .. .. .. ... Lo.... $9209  68.1% $21,698  45.1% $23,023  17.1%
Customer #2 . ............... $ * *% $5520 11.5% $21.568  16.0%
Customer #3 . ............... $ * *%  $ 5483 114% $25882 192%
Customer #4 . ............... $ * *% $ 5065  105% $25054  18.6%
Customer #5 . ............... $ = *% $ 5065  105% $22353  16.6%

* Net sales to this customer were less than 10% of our total net sales during this period.

During 2006, we entered into five-year supply agreements, with an option for a sixth year, with six customers
who develop solar energy investment projects in Germany. Under these agreements, we agreed to supply the
customers with modules with specified total power ratings at specified prices through the term of the contract, along
with other terms and conditions. .

Credit risk. Financial instruments that potentially subject us to concentrations of credit risk are primarily
cash, cash equivalents and trade accounts receivable. We place cash and cash equivalents with high-credit quality
institutions and limit the amount of credit risk from any one issuer. As previously noted, our sales are primarily
concentrated among six customers. We monitor the financial condition of our customers and perform credit
evaluations whenever deemed necessary. In addition, during the fourth quarter of 2006, we received letters of credit
from five of our customers securing accounts receivable as required by our long term customer contracts. Further,
effective 2007 our customer payment terms have been reduced to 10 days. We have generally not required collateral
for our sales on account. oo .

Geographic risk.  Our solar modules are presently primarily made for incorporation by our customers'into
electricity generation projects concentrated in a single geographic reglon Germany. This concentration of our sales
in one geographic region exposes us to local economlc risks and local risks from natural or man-made dlsasters

Production. OQur products include components ‘that are available from a limited number of suppliers or
sources. Shortages of essential components could occur due to interruptions of supply or increases in demand and
coutd impair our ability to meet demand for our products. Our modules are presently produced entirely in one
facility 'in Peirysburg, Ohio. Damage to or disruption of that facility could interrupt our business and impair our
ability to generate sales.

International operations. We derive substantially all of our revenue from sales outside our country of
domicile, the United States. Therefore, our financial performance could be affected by events such as changes in
foreign currency exehange rates, trade protection measures, long accounts recelvable collection patterns and
changes in regional or worldwide economic or political conditions.
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Note 19. Subsequent Events

On January 17, 2007 and February 15, 2007, we received an additional drawdowns totaling €3.0 million
($3.9 million at an assumed exchange rate of $1.30/€1.00) on the bridge loan facility and €8.4 milkion ($10.9 million
at an assumed exchange rate of $1.30/€1.00) on the term loan facility of our credit facility from a consortium of
banks led by IKB Deutsche Industriebank AG.

On February 8, 2007 and March 5, 2007, we entered into interest rate swap agreements with a financial
institution under which we pay the variable amount of the three month Euribor rate and receive a fixed amounts of
4.29% and 4.25% per annum, respectively, on notional amounts of €10.7 million ($13.9 million at an assumed
exchange rate of $1.30/€1.00) and €3.2 million ($4.2 million at an assumed exchange rate of $1.30//€1.00),
respectively. These derivative financial instruments are cash flow hedges of the variable interest payments on
drawdowns we have taken on the term loan facility of our credit facility from a consortium of banks led by IKB
Deutsche Industriebank AG.

On January 24, 2007, we entered into a land lease agreement on a 17.8 hectare lot in Kulim, Malaysia, with an
initial lease term of 60 years. We plan to construct a new four line 100 MW solar module manufacturing plant on the
leased land. Total rental payments during the lease term will be $6.7 million. We paid $0.7 million upon entering
into the lease and the remaining amounts are due in three installments of $2.0 millien to be paid in 2007, 2008 and
2009. The lease agreement also provides us with a six year option to lease an adjacent 16.2 hectare lot for a lease
term that would expire at the same time as the lease on the 17.8 hectare lot.

On February 26, 2007, we entered into a forward exchange contract to sell €20 million for $26.8 million at a
fixed exchange rate of $1.34/€1.00. The contract will be due on February 27, 2009.
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Set forth below is a list of exhibits that are being filed or incorporated by reference into this Annual Report on
Form 10-K:

Exhibit
Number

3.1

32
4.0

4.02

4.03

4.04

4.05

10.011

10.0211

10.03

10.041+

10.05%

10.061%

Exhibit Description

Amended and Restated Certificate of
Incorporation of First Solar Inc.

By-Laws of First Solar Inc.

Loan Agreement dated December 1, 2003,
among First Solar US Manufacturing, LLC,
First Solar Property, LLC and the Director of
Development of the State of Ohio.

Loan Agreement dated July 1, 2005, among
First Solar US Manufacturing, LLC, First
Solar Property, LLC and Director of
Development of the State of Ohio.

Facility Agreement dated July 27, 2006,
between First Solar Manufacturing GmbH,
subject to the joint and several liability of
First Solar Holdings GmbH and First Solar
GmbH and IKB Deutsche Industriebank AG.

Addendum No. 1 to Facility Agreement dated
July 27, betwzen First Solar Manufacturing
GmbH, subject to the joint and several
liability of First Solar Holdings GmbH and
First Solar GmbH and IKB Deutsche
Industriebank AG.

Waiver Letter dated June 5, 2006, from the
Director of Development of the State of Ohio,

Framework Agreement on the Sale and Purchase
of Solar Modules dated April 10, 2006, between
First Solar GmbH and Blitzstrom GmbH.

Amendment to the Framework Agreement dated
April 10, 2006 on the Sale and Purchase of Solar
Modules between First Solar GmbH and
Blitzstrom GmbH.

Framework Agreement on the Sale and Purchase
of Solar Modules dated April 11, 2006, between
First Solar GmbH and Conergy AG.

Amendment to the Framework Agreement dated
April 11, 2006 on the Sale and Purchase of Solar
Modules between First Solar GmbH and
Conergy AG.

Framework Agreement on the Sale and Purchase
of Solar Modules dated April 5, 2006, between
First Solar GmbH and  Gehrlicher
Umweltschonende Energiesysteme GmbH.
Amendment to the Framework Agreement dated
April 5, 2006 on the Sale and Purchase of Solar
Modules between First Solar GmbH and
Gehrlicher Umweltschonende Energiesysteme
GmbH.
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10.13

10.14

10.15*
10.16%
10.17%
10.18%

10.19%

10.20*

10.21*

10.22%
10.23*

Exhibit Description

Framework Agreement on the Sale and Purchase
of Solar Modules dated April 8, 2006, among
First Solar GmbH, Juwi Holding AG,, JuWi
Handels Verwaltungs GmbH & Co. KG and
juwi solar GmbH.

Amendment to the Framework Agreement dated
April 9, 2006 on the Sale and Purchase of Solar
Modules among First Solar GmbH, Juwi
Holding AG, luWi ‘Handels Verwaliungs
GmbH & Co. KG and juwi solar GmbH.

Framework Agreement on the Sale and Purchase
of Solar Modules dated March 30, 2006,
between First Solar GmbH and Phonix
Sonnenstrom AG

Amendment to the Framework Agreement dated,
March 30, 2006 on the Sale and Purchase of
Solar Modules between First Solar GmbH and
Phénix Sonnenstrom AG. o

Framework Agreement on the Sale and Purchase,
of Solar Modules dated April 7, 2006, between
First Solar GmbH and Reinecke + Pohl Sun
Energy AG.

Amendment to the Framework Agreement dated
April 7, 2006 on the Sale and Purchase of Solar
Modules between First Solar GmbH and
Reinecke + Pohl Sun Energy AG.

Guarantee Agreement between Michael J.
Ahearn and IKB Deutsche Industriebank AG.
Grant Decision datec‘i July 26, 2006, between
First Solar Manufacturing GmbH and
InvestitionsBank des Landes Brandenburg '
2003 Unit Option Plan, _

Form of 2003 Unit Option Plan Agreement.
2006 Omnibus Incentive Compenisation Plan
Amended and Restated Empioyment Agreement
dated October 31, 2006, between First Solar Inc.
and Michael J. Ahearn.

Employment Agreement dated May 30, 2001,
between First Solar Inc. and George A. (“Chip™)
Hambro, as amended on February 6, 2003.
Amended and Restated Employment Agreement

dated October 31, 2006, between First Solar,
Inc. and 1. Paul Kacir.

Employment Agreement dated October 31,
2006, between First Solar, Inc. and Jens
Meyerhoff.

Consulting Agreement with James F. Nolan.

Employment Agreement dated November 1,
2002, between First Solar, Inc. and Kenneth
M. Schultz.
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S-UA 333135574 112206 1022
T 'y ' 1 1
S-1/A  333-135574 10/25/06  10.12
S-1/A  333-135574  11/2/06 10.21
S-1/A  333-135574  11/2/06 10.20
S-1/A 333-135574 9/18/06 10.8
S-VA 333135574 1025/06 1014




Incorporated by Reference

Exhibit ' Date of Exhibit Filed'

Number ' Exhibit Description Form _File No. = First Filing Number Herewith
10.24*  Employment Agreement dated March 12, 2007 — — - = X

between First Solar, Inc. and Bruce Sohn. .
10.25* Form of Change in Control Severance S-1/A 333-135574 10/25/06 10.15

Agreement

10.26 Guaranty dated February 5, 2003, S-1/A  333-135574 10/25/06 10.16

10.27*  Form of Director and Officer Indemnification S-1/A  333-135574 10/25/06 10.17
Agreement . o

10.28 Reclamation and Recycling Indemnification S-1/A  333-135574  10/25/06 10.18 .
Policy

14 Code of Business Conduct and Ethics — — _ — X

21.1 List of Subsidiaries of First Solar Inc. ' — — N — X

2301  Consent of Independent Registered Public — — — — X
Accounting Firm,

31.01 Cerntification of Chief Executive Officer — —_ —_ = X

pursuant to 15 US.C. Section 7241, as
adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

31.02 Certification of Chief Financial Officer pursuant ~~ — — — — X
to 15 U.S.C. Section 7241, as adopted pursuant -
to Section 302 of the Sarbanes-Oxley Act of ‘ .
2002.

32.01%* Certification of Chiel Executive Officer and — — . — f— X
Chief Financial Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 _ ;
of the Sarbanes-Oxley Act of 2002. o

+ Confidential treatment has been requested and granted for portions of this exhibit.
t1 Confidential treatment has beén requested for certain portions that are omitted in the copy of the exhibit
electronically filed with the SEC. The omitted information has been filed separately with the SEC pursuant to
our application for confidential treatment ' .

* Indicates management compensatory ‘plan, contract or arrangement.

** This exhibit shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934 or
otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by reference in any filing
ander the Securities Act of 1933 or the Securities Exchange Act of 1934, whether made before or after the date .
hereof and irrespective of any general incorporation language in any filings.
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v - //= Lorporate Inforrh'atﬁon

Executive Management

Michael J. Ahearn, Chief Executive Officer, Chairman

Bruce Sohn, President, Director

George A, Hambro, Chief Operating Officer

Jens Meyerhoff, Chief Financial Officer

Kenneth M. Schultz, Vice President, Sales & Marketing

Paul Kacir, Vice President, General Counsel & Corporate Secretary
Carof Campbell, Vice President, Human Resources

Board of Directors

Michael J. Ahearn, Chief Executive Officer, Chairman
Bruce Sohn, President, Director

James F. Nolan, Director

J. Themas Preshy, Director

Michael Sweeney, Director

Paul H. Stebbins, Director

Corporate Headquarters

4050 East Cotton Center Boulevard, Building 6, Suie 68
Phoenix, Arizona 85040

PH: +1-602-414-9300 FX: +1-602-414-9400
info@firstsolarcom

www.firstsolarcom

Investor Relations

First Solar, Inc.

Attn: Investor Relations

4050 East Cotton Center Boulevard, Building 6, Suite 68
Phoenix, Arizona 85040

investor@firstsolar.com

PH: +1-602-414-9315

Transfer Agent
Computershare Trust Company, N.A.
PO Box 43023

Providence, Rhode Island 02940-3023
PH: +1-800-446-2617
www.computershare.com

Independent Auditors

PricewaterhouseCocpers LLP

Corporate Counsel
Cravath, Swaine & Moore LLP

Annual Meeting
Embassy Suites Phoenix-Biltmore
2630 East Camelback Road
Phoenix, Arizona 85016

May 25, 2007 - 2:00 pm local time

Stock Listing

First Solar, Inc. common stock is traded on Nasdaq Nationa!
Market, listed under FSLR
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